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HIGHLIGHTS
HE

Change |
2007 2006 2@ %

{in HKS Million) (BEFET)
Turnover 4619 3,844 +20.2 @REH
Net operating profit 1,000 779 +284 BETHA
Share of after-tax results of jointly controlied companies BlatERARHEER

— Hong Kong Aero Engine Services Limited 338 282 +19.9 - EEMEUEBEERBERAT

— Other jointly controlled companies 61 48 +27.1 - Rfedigasg
Profit attributable to the Company's shareholders 1,073 847 +20.7  RRRREGGRR
Net cash generated from operating activities 1,024 1,063 37 HEERELNBLES
Nez cash inflow before financing activities 843 466 +80.0 MEEBAORTHEANIR
Totat equity 4,894 4,347 +12.6  fExam
{number of shares in '000) (AR B B B FRE)
Average number of shares in issue 166,325 | 166,325 - FHORTEOME
(in HK3) (8%
Earnings per share attributable to the Company’s

shareho!ders (basic and diluted) 6.45 5.09 +26.7 2CRREEGSRET (EXREBME)
Interim and final dividends per share 3.08 2.25 +369 SRPHRKERE
Special dividend per share - 2.50 -100.0 ER#EIRE
Equity attributable to the Company's shareholders per share | 26.51 22.04 +203  LERREASRER

Note: Additiona! financial information of the Group'’s jointly controiled companies

is presented on page 48.
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GROUP PROFILE
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HAECO provides line maintenance for about 70 airfines.
It also performs heavy maintenance in two hangars
which hold six wide-body aircraft fully docked.
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Hangar 2
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Hangars 3 & 4

{under construction)
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HAECO )
[H]@ K@ Component HAESL Engine HAESL Workshop
Overhaul Test Cell SROTUBRAS
FERTULEEN

& Training ; WA AT
SEUe) WWeih Centre B9 55

BRIBBHEXYS

ERSTIEILEYH

HAESL overhauls Rolls-Royce Trent and 524
engines. HAECO has a 7,000-square metre
facility performing component overhaul and
training.
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Xiamen

TAECO has five hangars holding ten wide-body aircraft fully
Reserved Area docked. A new training centre and a sixth double-bay hangar are
HETH under construction.

TAECO has approvals to handle a wide variety of aircraft types.
Landing Gear It specialises in heavy maintenance on Boeing 747 aircraft
Workshop including passenger to freighter conversions. It also provides line

(under construction) maintenance at a number of airports in Mainland China.
EERMEEM(ER)

Hangar 6
(under construction)

ERMA(EE)

Taikoo {Xiamen} Landing Gear Services Limited's landing gear
overhaul facility is under construction next to TAECO's hangars.
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STAECO provides line and base maintenance to
Shandong Airlines and specialises in perform-
ing heavy maintenance and passenger to

freighter conversions for Boeing 737 aircraft for Hangar 3
other airlines. Its four hangars can fully dock LR
seven Boeing 737 aircraft.
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TEN YEAR FINANCIAL SUMMARY

TEMBEHRE
1998 1999 2000 2001 2002
{in HKS Miliion)
Turnaver 2,064 1,938 1,874 1,983 2,18
Net operating profit 17 - 262 127 276
Share of after-tax results of jointly controlled companies 43 61 134 197 227
Profii attributable 1o the Campany's shareholders 145 59 400 312 465
Dividends m 81 106 108 539
Net asseis employed:
Non-current assets 1,835 1,773 1,708 1,636 1,597
Net current assets/ {liabilities) 333 746 897 1,064 1,142
Net cash and bank balances 434 103 19 125 547
Less: non-current liabilities (118) {113) (110} (107 {104)
2,546 2,509 2,514 2,18 3,182
Financed by:
Equity attributable to the Company'’s shareholders 2,541 2,504 2,509 2,113 3177
Minority interests 5 5 5 5 5
2,546 2,509 2514 2,718 3,182
(in HKS)
Results per share:
Earnings attributable to the Company's shareholders 0.79 0.32 2.40 1.87 2.80
Interim and final dividends 0.44 0.57 0.61 0.65 0.74
Special dividend - - - - 2.50
Equity attributable to the Company's shareholders 13.72 13.53 15.02 16.30 19,10
tnterim and final dividend caver — times 1.3t 0.73 3179 2.88 3.78
Number of staff;
HAECO 4,339 3,561 3,460 3,445 3,399
TAECO 1,105 1,390 1,614 1,792 1,870
HAESL 523 558 621 668 683
Other subsidiaries and jointly controlled companies in
which HAECO and TAECO own ai least 20% 108 258 281 316 362
6,075 5,767 5,976 6,221 6,314

Turnover
kg kel
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2003 2004 2005 2006 2007

(BN EET)
1,992 2,134 3 3,844 4,619 FE S 2]
104 219 508 779 1,000 TR
263 256 261 330 399 PR S 2 RIRR B IR 3SR
345 438 618 847 1,073 )i Sy
306 181 266 790 512 B
FRARERE :
1,513 3,229 3495 4,063 47116 FnBEE
1,155 64 45 (212) (38) FHERE/(AK) FE
420 576 87 834 767 REFERRTES
{100) (265) (319) (338) (551) b i 3=V ]
2,988 3,604 4,008 4347 4,894
‘ AR
2,983 3,109 3,512 3,665 4,409 DRRRES N
5 495 586 682 485 PERERS
2,988 3,604 4,008 4,347 4,894
(87T)
SR :
207 263 3.72 5.09 6.45 2 BB R B R
0.84 1.0 1.60 2.25 3.08 PR KRR
1.00 - - 250 - SR &
17.93 18.69 21.12 22,04 26.51 DEREAE S
2.46 242 232 2.26 2.10 BRHPHERAR AL RER
ATRA :
3,297 3,343 3757 4,356 4,523 BRTE
1,927 2,250 2,945 4,098 5.086 WPAERETELE
678 £89 750 805 844 BN DMEHERBLT
BMIERNPIASRATRAT
439 599 731 859 1,245 REZLRREEGORENBRREZLT
6,401 6,881 8,183 10,118 11,698
Earnings attributable to the Company’s shareholders Number of staff
and interim & final dividends per share ATHAE
AARREGSRENASHTMRAMEE. 2 e 01 LD AR ARRT(169 3 Oherindes ol G RHRSTRARS
" 6.50 12,000
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CHAIRVIAN'S STATEMENT
IRBEE

RESULTS

HAECO reported a profit attributable to shareholders in 2007
of HK$1,073 million, which is an increase of 27% on HK$847
million profit in 2006. The strong profit growth in 2007 was driven
by capacity expansion and continuing strong demand for the
Group's services, particularly the heavy maintenance operations
in both Xiamen and Hong Kong. Hong Kong Aero Engine Services
Limited ("HAESL") and Singapore Aero Engine Services Pte.
Limited ("SAESL") also experienced satisfactory growth in engine
overhaul work.

Your Directors have recommended a final dividend for 2007 of
HK$2.2 per share which, together with the interim dividend of
HK$0.88 per share paid on 25th September 2007, results in a
total distribution for the year of HK$3.08 per share.

INVESTMENTS

Demand in general for the Group's services continued to be
strong in 2007, and it is steadily expanding its facilities to support
further growth. In Hong Kong, the Company opened its second
hangar at Hong Kong International Airport in December 2006
and is constructing a third hangar with opening expected in the
middle of 2009. Taikoo (Xiamen) Aircraft Engineering Company
Limited's {"TAECQ") fifth hangar was opened in June 2007 and
a sixth hangar is under construction with operation scheduled
for the second half of 2009. Taikoo (Xiamen) Landing Gear
Services Limited, a 55.6%-owned subsidiary set up in Xiamen in
March 2007, is constructing a landing gear overhaul facility to
open in mid 2008. HAESL has opened an extension to its engine
workshop which will commence operation in March 2008.

The Group continues to look at other opportunities to expand its
aviation maintenance and repair services.

HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED
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CHAIRMAN'S STATEMENT
EX 2 - %]

STAFF

The Group continues to invest significantly in the recruitment and
training of engineering staff. Its total headcount increased by
16% to 11,698 at the end of 2007, and further additional staff are
heing recruited and trained to cope with the anticipated growth
in business.

On behalf of the shareholders, | would like to thank all staff for
their hard work and continuing support which has produced
another year’s strong results,

OUTLOOK

Demand for the Group's services remains good. Heavy maintenance
operations should continue to benefit from the recently added
hangar capacity in Hong Kong. Line maintenance operations
shoutd see moderate growth from additional movements at Hong
Kong International Airport. TAECQ's results will be moderated by
cost increases in an inflationary operating environment and by
the continuing appreciation of the Renminbi. HAESL has strong
demand but was operating at near full capacity in 2007 and is
anticipating modest growth. Although it is less likely that the very
high rates of profit growth achieved in recent years can continue
to be delivered, overail the prospects for 2008 are firm.

Christopher Pratt
Chairman
Hong Kong, 4th March 2008
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REVIEW OF OPERATIONS
B 0E R

The Company’s profit attributable to its shareholders comprises: REMBRRBERENEE
Change
2007 2006 wig B
(in HK$ Miliory) (BMEHT)
HAECO Hong Kong operations 391 305 +28 ERMIBRETENER
Share of: ReiE
TAECO 301 221 +36 FPAEREIEAR
HAESL and SAESL 338 282 +20 EEMERHRECEBLARTINERZEE
BEERB LT
Other subsidiaries and jointly controlled companies 43 39 +10 HitKBBREAT
1,073 847 +27
HAECO Hong Kong Operations RODIREGRMOR

The Company’s Hong Kong operations comprise heavy maintenance in its
hangars, line maintenance at the passenger and cargo terminals at Hong
Kong International Airport, component overhaul at Tseung Kwan O and
inventory technical management services.

The operations in Hong Kong achieved good growth in 2007, This is
attributable mainly to continuing strong demand for heavy maintenance
services, coupled with the provision of additional hangar capacity
following the opening of a second hangar at Hong Kong International
Airport in December 2006, The heavy maintenance division provides a
comprehensive range of schedtled maintenance checks, modifications
and overhaul work on a wide variety of aircraft types. It competes on
price, availability of space, turnround time and quality of workmanship
with other Maintenance, Repair and Overhaul facilities worldwide. Sold
manhours increased from 1.85 million in 2006 to 2.53 million in 2007.
Approximately 63% of the division’s work was for airlines based outside
Hong Keng.

The Company is building a third heavy maintenance hangar with opening
planned for mid 2009. Space has also been provided for further hangar
on an adjacent site to be built at a later date.

Line maintenance experienced moderate growth as a result of an increase
in aircraft movements at Hong Kong International Airport. The average
number of movements handled by HAECO was 266 per day in 2007, 6%
up from 250 per day in 2006.

The component overhaul division occupies 7,000 square metre of
workshop space at Tseung Kwan 0. Revenue growth in 2007 was
satisfactory as a result of growth in customers’ fleets and the Company is
continuing to invest further in this area of business.

HOMG KONG AIRCRAFT ENGINEERING COMPANY LIMITED
fRABIRHALA
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The Company provides inventory technical management services for
rotable spares for various aircraft, including Airbus 340-600, 330-300
and 300-600F as well as Boeing 747 aircraft.

Total headcount for the Hong Kong operations increased by 4% during
the year, reaching 4,523 at the end of 2007.

Taikoo (Xiamen) Aircraft Engineering Company
Limited

TAECO performs heavy maintenance and passenger to freighter
conversions using its five wide-body double bay hangars at Xiamen
Gaogi International Airport. It also performs line maintenance operations
in Beijing, Shanghai and Xiamen, handling an average of 42 movements
per day during the year.

TAECO's heavy maintenance business enjoyed strong growth in 2007,
facilitated by additional capacity following the opening of its fifth
hangar in June 2007 and very strong demand from core customers. Sold
manhours increased from 3.58 million in 2006 to 3.87 million in 2007
and profit attributable to the Company's shareholders increased by 36%
to HK$301 miilion. Three of TAECO's bays are dedicated to performing
Beeing 747-400 passenger to freighter conversions for Boeing with 12
aircraft being completed during the year and three in progress at the
year-end. The remaining hangar capacity is used for heavy maintenance
with Cathay Pacific Airways, Japan Airlines and All Nippon Airlines
ranking amaong the significant customers.

TAECQ is building a sixth hangar which is expected to open in the second
half of 2009. )t is also building a new training centre which is o open
by the end of 2008. At the end of 2007 TAECO's headcount totalled
5,086, compared to 4,098 at the end of 2006.

Hong Kong Aero Engine Services Limited

HAESL (45% owned) repairs and overhauls Rolls-Royce engines and
engine components at its facility at Tseung Kwan 0. Demand was strong
throughout the year and the business operated at close to maximum
capacity, handling 224 engine equivalents compared to 212 in 2006,
SAESL, in which HAESL has a 20% interest, also had a strong year with
satisfactory increases in both turnover and profitability. The Group's
share of the after-tax profit of HAESL including its interest in SAESL rose
by 20% to HK$338 million.

To provide for further growth, HAESL has cpened an additional 3,000
square metre workshop which will commence operation in March 2008 and

HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED
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REVIEW OF OPERATIONS
EROE

increased its headcount by 39, HAESL will expand its component repair
capability further during 2008 following the award by Rolls-Royce of a “5th
Centre of Excellence” for turbine and compressor seal fin repair.

Other Subsidiary and Jointly Controlled
Companies
The Group's other subsidiary and jeintly controlled companies comprise:

¢ HAECO ATE Component Service Limited {100% owned), which provides
computerised testing of components. In February 2007, the company
became a wholly-owned subsidiary of HAECO when HAECO acquired
its remaining 50% interest from EADS SOGERMA.

* Singapore HAECO Pte. Limited (100% owned), which handles line
maintenance at Singapore's Changi Airport.

* Taikoo (Xiamen) Landing Gear Services Company Limited (50% owned
by HAECO and 10% by TAECO}, which is consiructing a landing gear
overhaul facility in Xiamen with operation to commence in May 2008.

¢ Honeywell TAECO Aeraspace (Xiamen) Company Limited (25% owned
by HAECO and 10% by TAECQ), which overhauls auxiliary power units
and other rotables.

* Goodrich Asia-Pacific Limited {(49% owned), which refurbishes carbon
brakes and overhauls wheel hubs at Fanling, in Hong Kong.

* Goodrich TAECO Aeronautical Systems Limited (35% owned by TAECO),
which overhauls fuel control systems and pumps in Xiamen.

* IN-Services Asia Limited (35% owned), which sells Intertechnique
components, and provides a warranty and repair service to customers.

* Taikoo {Shandong) Aircraft Engineering Company Limited {30% owned
by HAECO and 10% by TAECO}, which provides a heavy maintenance
service at Jinan for Boeing 737 and other narrow-body aircraft. It also
provides Boeing 737 passenger to freighter conversions.

All these companies produced improved results with the exception of
Honeywell FTAECO Aerospace (Xiamen} Company Limited which suffered
higher costs and Singapore HAECO Pte. Limited which was in its first year
of operation. Their total contribution to the Group’s results increased by
10% to HK$43 million.

@ HONG KONG ARCRAFT ENGINEERING COMPANY LIMITED
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REVIEW OF OPERATIONS

¥BER
Financial Review MEBEE
Change |
2007 2006 % *

(in HK$ Mitlion) (B FHET)

Consolidated profit and loss account SaRaN

Turnover 4,619 3844 20 EXAHE
The increase in turnover comprised a 25% increase for gxamen AEARNEEENERERES
the Company's Hong Kong operations and a 12% increase CHARMMAERBIBLCANEREESTZ
for TAECO. +=.

Operating profit 979 749  +31 EHEEA
The increase in operating profit was driven primarily by the BERNNN FTESHREMAALRBIER
growth in turnover and by improved margins at TAECO arising AEREENURHEBERTRARIARH
from the increase in its volume of business. It comprised an FY -EEEQRAGEEENERERE 2
increase of 33% for the Company's Hong Kong operations = BEMASTREIBAAMNEBERESZ
and a 31% increase for TAECO. =4—o

Share of after-tax results of jointly controlled companies 399 330 +2t BHEZERAFAREERE
HAESL and SAESL accounted for HK$338 million of the EENCEDRESEARTNEMZIDREE
profit. The HK$61 million profit from other jointly controlled BEAASRER=@=TNEELEF  BiE
companies comprised HK$9 million attributable to minority HAT-HEAREHEHAELF  BELHER
interests and HK$52 miliion attributable to the Company's EhGHENNEEAR QR BRRESENBY
shareholders. ETZHHT:

Profit for the year 1,315 1,028  +28 AEHF
This comprised HK$1,073 million attributable to the ZERFEEATRREEENENTELTZR
Company's sharehclders and HK$242 million attributable BARSEREEARABE _BNT_EBR -
10 minority interests. The main elements of the profit were BREZERARMIBEERNERAY=ERT
HAECOQ's Hong Kong operations HK$321 millicn, TAECO —HEAR - BMALRETEARERERZTE
HK$533 millicn and HAESL HK$338 million. BEL RERNZRERESRRARAEN=E

=FNhEEBR -

Consclidated balance sheet GAREARS

Nan-current assets 4,716 4,063 +16 FRBEE
The net increase of HK$653 million during the year arose FRENFHEAEYAEITIERT - TERB
principally from HK$760 miflion capital expenditure partially W BT \EERFERBHBREHENLE
offset by HK$258 millien depreciation and amortisation. ATETEEEMITY -

Net current assets REEEFE
Short-term deposits and cash and cash equivalents 876 898 -2 EETRHEASERSEEY
Working capital assets 1,037 769 | +35 EEECRE
Working capital liabilities (1,184) (1,045)| +13 “EEE0[
Net current assets 729 622 +17 RABEEFRE

The increase in working capital assets and liabilities was
driven by the growth in the Group's business volume.

EEESHERAMEN  DHEEEREEMN
F8L
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Change

2007 2006 2E *
{in HK$ Million) (EMEET)
Consolidated cashflow statement BERaRRE
Net cash generated from operating activities 1,024 1,063 4 HERRELNESES
HK$419 million was generated by HAECO's own cperations BYOE-TAARIOBRIRRGNRBES 8
and HK$593 million by TAECO. WERATZHRANMEMAERBIRLEES -
Purchases of property, plant and equipment 760 690 +10 BEVX -BERRH
Capital expenditure during 2007 included HK$316 million CEPLENRAMEEEARFRRABEN A
on new hangars and HK$74 million on rotables managed for —FAERR  RARLBZLIFETEAGH
airlines. BRLTHOEER -
Dividends received from jointly controlled companies 313 315 1 RAZLIEMNEER

Dividends received in 2007 comprised HX$267 million from
HAESL, HK528 million from Goodrich TAECO Aeronautical
Systems (Xiamen) Company Limited and HK$18 million from
Goodrich Asia-Pacific Limited.

—RBLEURMREERRAEENTR B
BHEEBERLIEM-EXTLEAL XAEME
BACFHAERQARBY-_TNERR ' RXS8
Goodrich Asia-Pacific Limited:8® —FNEET -

Met Liquid Funds and Financing

The Group had net liquid funds of HK$767 million at 31st December
2007 together with committed but undrawn banking facilities of HK$550
million. This is considered sufficient to meet its committed operating
working capital and capital expenditure requirements for 2008.

Currency Fluctuations

The Group's income is substantially in HK dollars and US dollars and is
matched by expenditure in the same currencies. The exception to this is
TAECO which has substantial Renminbi expenditure. TAECO reduces its
exposure to changes in the exchange rate of the Renminbi against the
US dollar by retaining surplus funds in Renminbi and by selling US dollars
and HK dollars forward for Renminbi. At 31st December 2007, TAECO
had sold forward a total of US$115 million and HK$712 million to fund
part of its Renminbi requirement for 2008, 2009 and 2010.
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CORPORAITE GOVERNANCE
ERER

Corporate Governance Practices

The Board is committed ta a high standard of corporate governance and

has adopted the Code on Corporate Governance Practices {the "Code”)

promulgated by The Stock Exchange of Hong Kong Limited. It has complied
throughout the year with all the mandatory code provisions and with all the
recommended best practices with the following excepiions:

* Independent Noa-Executive Directors representing one-third of the Board
{Section A.3.2 of the Code).

» quarterly reporting {Section C.1.4 of the Code) which the Board considers
would provide fittle information of additional vaiue to shareholders while
increasing administrative costs and pressure to focus on short-term results
rather than long-term value creation.

* establishing a nomination committee {Section A.4.4 of the Code) as the
Board considers it is in the best interest of the Company and potential
new appointees that they collectively review and approve the appointment
of new directors.

Investor Relations

All communications for shareholders including reports, announcements and
the results of polls of shareholders at shareholder meetings are posted on
the Company's website: www.haeco.com. Printed copies of the Annual
and Interim Reports are also sent to all shareholders. Briefings for the
invesiment community are held shortly after the interim and final results
announcements.

The Company's 2007 Annual General Meeting was held on 8th May 2007
and the minutes were posted on the Company's website. This meeting was
open to ali shareholders and members of the press. The votes of the Annual
General Meeting were taken by poll and the poll results were published in
newspapers and pested on the Company's website.

Key shareholder dates for 2008 are set out on the inside front cover of
this report.

From information publicly available to the Company and within the
knowledge of its Directors, at least 25% of the Company’s total issued share
capital has been held by the public at all times.

Board of Directors

The Company is governed by a Board of Directors which is responsible
for directing and supervising its affairs. This Board is accountable to
shareholders for the development of the Group with the goal of maximising
long-term shareholder value, while balancing broader stakeholder interests.

The Board is also responsible for the integrity of financial information and the
effectiveness of the Group's systems of internal control and risk management
processes. The Directors acknowledge their responsibility for the preparation
of the accounts of the Company, its keeping of fair and accurate accounting
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records and its compliance with the Hong Kong Companies Ordinance. The
Board has, with the assistance of its Audit Committee, conducted a review of
the effectiveness of the Group's system of internal control.

The Board comprises the Chairman, five other Executive Directors, and ten
Non-Executive Directors. The roles of Chairman and Chief Executive Officer
are segregated and are not performed by the same person. All Directors
are subject to re-election by shareholders every three years. New Direciors,
being individuals who are suitably qualified and expected to make a positive
contribution to the performance of the Board, are identified by existing
Directors and proposed to the Board for appointment. A Director appointed
by the Board is subject to election by shareholders at the first general
meeting after his appointment.

The Non-Executive Directors bring independent judgement on issues of
strateqy, perfermance, risk and people through their contribution at Board
and Commitiee meeiings. The Board considers that five of the ten Non-
Executive Directors are independent in character and judgement and fulfit
the independence guidelines set out in Listing Rule 3.13. The Company has
received from each of its Independent Non-Executive Directors an annual
confirmation of his independence pursuant to Listing Rule 3.13 and the
Company still considers all its Independent Non-Executive Directors to be
independent.

The Chairman ensures that the Directors receive accurate, timely and clear
information. Directors are encouraged to update their skills, knowledge
and familiarity with the Group through their initial induction, engoing
participation at Board and Committee meetings, and through meeting key
members of management.

All Directors have access to the services of the Company Secretary who
regularly vpdates the Board on governance and regulatory matters, Any
Director wishing to do so in the furtherance of his or her duties, may take
independent professional advice through the Chairman at the Company’s
expense. The availability of professional advice extends to the Audit and
Remuneration Committees,

The Company has arranged appropriate insurance cover in respect of legal
actions against its Directors and Officers.

Minutes of Board meetings are taken by the Company Secretary and,
together with any supporting Board papers, are available to all Board
members.
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The Board has three sub-committees: an Executive Committee, an Audit
Committee and a Remuneration Commiitee. The Audit and Remuneration
Committees have terms of reference which accord with the principles set out
in the Code and minutes are taken by the Company Secretary. The work of
these Committees is reported to the Board.

All Directors disclose to the Board on their first appointment their interests
as a director or otherwise in ather companies or organisations and such
declarations of interests are updated annually. When the Board considers
any proposal or transaction in which a Director has & conflict of interest, the
Director declares his interest.

Directors’ Securities Transactions

The Company has adopted a code of conduct (“the Securities Code”)
regarding Directors’ securities transactions on terms no less exacting than
the required standard set out in the Model Code for Securities Transactions
by Directors of Listed Issuers {"the Model Code”) contained in Appendix 10
of the Listing Rules. A copy of the Securities Code is sent to each Director
of the Company first on his appointment and thereafter twice annually, cne
month before the date of the Board meetings to approve the Company's half-
year results and annual results, with a reminder that the Director cannot ceal
in the securities and derivatives of the Company until after such results have
been published, and that all his dealings must be conducted in accordance
with the Securities Code.

Under the Securities Code, Directors of the Company are required ta notify
the Chairman and receive a dated written acknowledgement before dealing
in the securities and derivatives of the Company, and, in the case of the
Chairman himself, he must notify the Chairman of the Audit Committee and
receive a dated written acknowledgement before any dealing.

All the Directors of the Company have confirmed that they have complied
with the required standard set out in the Securities Code.

Directors’ interests as at 31st December 2007 in the shares of the Company
and its associated corporations (within the meaning of Part XV of the
Securities and Futures Ordinance) are set aut on page 29.

Executive Committee

The Executive Committee comprises five Executive Directors, two Non-
Executive Directors, one of whom chairs its meetings and two senior
executives of the Company’s jointly controlled companies and customers. |t
is responsible to the Board for overseeing the day-to-day operation of the
Company.

Audit Committee
The Audit Committee assists the Board in discharging its responsibilities
for corporate governance, financial reporting, and corporate control. The
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Commiitee consists of three Non-Executive Directors, two of whom including
the Chairman, 1.5. Dickson Leach, are independent. All the members served
for the whole of 2007. At the invitation of the Committee, the Director
Finance, Manager Internal Audit of John Swire & Sons (H.K.) Limited, and
representatives of the external auditors regularly attend its meetings. The
Committee also meets regularly with the external auditors without the
presence of the Company’s management.

The terms of reference of the Audit Committee follow the guidelines set out
by the Hong Kong Institute of Certified Public Accountants and are available
on the Company website,

The Audit Committee met three times in 2007 and in February 2008. Each
meeting receives written reports from the external and internal auditors
covering matters of significance arising from the work conducted since
the previous meeting. The work of the Committee included the following
matters:

» reviewing HAECO management’s assessment of the effectiveness of its
system of internal control including financial, operational and compliance
controls. This assessment was based on completing control self
assessment questionnaires.

» reviewing HAECO management’s assessment of the effectiveness of its
risk management functions. This involved the compilation of registers of
the risks involved in managing the business and actively managing the
mitigation of these risks. Registers are kept both for enterprise wide risks
which are monitored by Executive Directors and for specific risks which are
monitored by departmental managers,

* reviewing the 2006 annual, 2007 interim and annual financial statements.

» after reviewing the independence of the external auditors,
PricewaterhouseCoopers, and the policy on their conducting non-audit
work, recommending their appointment to the Board, {or the approval
by shareholders. Approving the 2007 audit plan and the auditors’
remuneration.

* approving the annual internal audit programme, reviewing progress
against the programme and discussing matters arising. The Company's
internal audit coverage is provided by a combination of its own internal
section and visits by Swire Group Internal Audit.

» reviewing the Company's compliance with regulatory and statutory
requirements.

Audit Commiitee meetings are usually held a few days before Board
meetings with the results of the Audit Commiitee’s work being reported to
and considered at the Board meeting.
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CURFURATE GRVERNANLE
tRIiE

Remuneration Committee

The Remuneration Committee makes recommendations to the Board on the
Company's policy and structure for remuneration of Directors and senior
management. It comprises three Non-Executive Directors, two of whom - J.5.
Dickson Leach and Lincoln Leong - are Independent Non-Executive Directors.
It is chaired by Peter Johansen

Under the Services Agreement between the Company and John Swire &
Sons (H.K.) Limited, which was considered in detail and approved by the
(ndependent Non-Executive Directors of the Company, staff at various levels,
including Executive Directors, are seconded to the Company. Those staff
report to and take instructions from the Board of the Company but remain
employees of the John Swire & Sons Limited (" Swire”) group.

In order to be able to attract and retain international staff of suitable
calibre, the Swire group provides a competitive remuneration package. This
comprises salary, provident fund, housing, leave-passage and education
aliowances and, after three years' service, a bonus related to the profit of the
overall Swire group. The payment of bonuses on a group-wide basis enables
postings to be made to group companies with different profitability profiles.

Although the remuneration of these executives is not entirely linked to the
profits of the Company, it is considered that, given the volatility of aviation
related businesses, this has contributed considerably to the maintenance of a
stable, motivated and high-calibre senior management team in the Company.
Furthermore, as a substantial shareholder of the Company, it is in the best
interest of Swire to see that executives of high quality are seconded to and
retained within the Company.

A number of Direciors and senior staff with specialist skills are employed
directly by the Company on similar terms with the principal exception that
their bonuses are paid by reference to the results of the Company alone.

The Remuneration Committee has reviewed this policy and the levels of
remuneration paid to Executive Directors and Officers of the Company. At
its meeting in November, the Committee considered a report prepared for
it by Mercer Human Resource Consulting Limited, an independent firm
of consuliants, which confirmed that the remuneration of the Company's
Executive Directors and Officers was in line with comparators in peer group
companies. The Committee approved individual remuneration packages io
be paid in respect of 2008,
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No Director takes part in any discussion about his own remuneration.

The number of meetings held by the Board and Committees during the year
and the attendance of Directors whe are members of these bodies is set out
in the table below.

FRENERSRABELSHMOEMAER -

HERRSZEAREFEMAMNERIBEBR
CEZRENHENDFEIRRT RN -

Meetings attended/held
BRHEARRITAR
Executive Audit Remuneration
Board Committee Committee Committee
Directors ¥% EEE RiT#AR BHZERR yHELe
Executive Directors #BEE
Christopher Dale Pratt HEZE 616
Chan Ping Kit g% 616 8/8
john Charles Godfrey Bremridge 2B 6/6 7i8
Mark Hayman &3 /6 8/8
Michelle Low Mei Shuen 2% 5/5 616
John Robert Gibson £4( 212 212
Mchan Joseph Ashokumar Sathianathan #&# 66 718
Non-Executive Directors # ¥ MR
Martin Cubbon 38§ 6/6
Christopher Patrick Gibbs & 6/6
Davy Ho Cho Ying 8% 6/6 718
Peter Andre Johansen & 6/6 33 313
Antony Nigel Tyler BZ& 6/6 8/8
Independent Non-Executive Directors MR EEE
Robert Ernest Adams B%#E 416
fames Seymour Dickson Leach & 5/6 33 313
Lincoln Legng Kwok Kuen RERE 3/6 33 373
Albert Lam Kwong Yu HEF 5/6
David Tong Chi Leung B8 56
External Auditors SR B

The remuneration of the Group's external auditors is HK$1.1 million for
statutory audit fees as disctosed in note 4 to the accounts and HK30.3 million
for other assurance and tax advisory services. The auditors’ statement
regarding their reporting responsibilities is included in their audit report on
page 32.

HOKG KONG AIRCRAFT ENGINEERING COMPANY LIMITED
ERRAIRAHRLA

HEAREHGRREHEE MM RBOLERR
BRARR -G 1Ex  REH#ABRIRHERE
EREEOHRBAHEBM=TER - REBRRPED
EFENER  BRE=T-ENEEERER -




CURFPURAITE SUCIAL RESFUNSIBILITY
TEHERHE

Environment

The Group closely monitors the impact of its operations on the environment
and makes every effort to reduce the extent of this impact.  Its facilities
incorporate systems to minimise the effect of effluents on the environment.
It has an ongoing programme to reduce energy and rescurce usage,
and to recycle waste where practicable. The Company has published a
comprehensive environmental report on its Hong Kong operations which
is available on its website. It also participated in a Swire group study on
greenhouse gas emissions,

Health and Safety

The Group is committed to cenducting its business in a manner which
protects the health and safety of its employees, customers, business
associates and the genera) public. Its safety management system includes
setting targets and maonitoring performance. Extensive safety training is
carried out and safety audits are conducted annually to ensure statutory
requirements are met and to improve safety management performance.

TaRE
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Staff and Human Resources RIRADTE
The Group's headcount was: EENERABOT :
Change y

2007 2006 H#ME °
HAECO 4,523  43% +4 BETIE
TAECO 5086 4008 424 @ EHFAASREIRLT
HAESL 844 805 +5 EREME RO EREL
Other subsidiaries and jointly controlled companies BEIEREMATREIRQTRSAEEMAK

in which HAECO and TAECO own more than 20% 1,245 859 +45 BROHEEHRBRAEAT
11,698 10,118 +16

Community Relations

During the year the HAECO Group and its staff made charitable donations
of HK$5 million. This included HK$3.7 million to Hong Kong charities
through The Swire Group Charitable Trust, HK$0.9 millicn from TAECO for
the orphanage and efementary schools and HK$69,000 raised in the 24-hour
Pedal Kart Grand Prix for charitanle causes in Hong Kong. HAECO also
provided a discount of HK$333,000 on maintenance services provided to the
Project Orbis flying eye hospital. TAECO continues to support a scholarship
fund for Xiamen University and sponsored a new primary school.

HAECO is an active member of the Hong Kong [nternational Airport
community. It co-operates with the Airport Authority to promote safety and
environmental protecticn at the airport and make presentaticns to overseas
delegations.
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DIRECTORS AND OFFICERD
EERER

Executive Directors

PRATT, Christopher Dale *, CBE, aged 51, has been Chairman and
a Director of the Company since August 2006. He is also Chairman
of John Swire & Sons (H.K.) Limited, Swire Pacific Limited and Cathay
Pacific Airways Limited, and a Director of Swire Properties Limited, The
Hongkong and Shanghai Banking Corporation Limited and Air China
Limited. He joined the Swire group in 1978 and in addition to Hong
Kong has worked with the group in Australia and Papua New Guinea.

CHAN, Ping Kit, aged 62, has been Deputy Chairman and Chief
Executive Officer since August 2001. He first joined the Company in
1966 and resigned as Deputy Chief Engineer {Maintenance) in June 1990.
He rejoined in December 1992 as General Manager (Base Maintenance &
China Operations) and was appointed a Director in November 1993 and
Managing Director in July 1998. He reached normal retirement age in
October 2005 and has contracted to work for the Company for a term of
three years until 31st October 2008.

BREMRIDGE, John Charles Godfrey *, aged 51, has been Chief
Operating Officer since September 2004, He joined the Swire group
in November 1985 and in addition to Hong Kong, has worked with the
group in the United Kingdom, Japan, Australia, Korea and Bahrain. He
was Regional Manager Middle East, India & Africa of Cathay Pacific
Airways Limited before joining the Company.

HAYMAN, Mark, aged 47, joined the Company in Octobes 2001 and
has been Director Engineering since February 2002. He was previously
General Manager Engineering Planning and Technical Supplies of Cathay
Pacific Airways Limited. He joined the Swire group in 1987.

LOW, Mei Shuen Michelle *, aged 47, has been Director Finance
since March 2007. She was previously Finance Director of Swire Pacific
Limited — Trading & Industrial Division, and The China Navigation
Company Limited. She joined the Swire group in August 1987.

SATHIANATHAN, Mohan Joseph Ashokumar, aged 60, has been
Director Commercial since May 2006. He first joined the Company in
1987 and resigned in 1989. He rejoined the Company in 1992 and was
appointed General Manager in August 1998. He was Executive General
Manager (Commercial) prior to his appointment as Director Commercial.
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Non-Executive Directors

CUBBON, Martin *, aged 50, has been a Director of the Company since
August 2006. He is also Finance Director of Swire Pacific Limited and
a Direcior of John Swire & Sons {(H.K.) Limited, Swire Properties Limited
and Cathay Pacific Airways Limited. He joined the Swire group in 1986.

GIBBS, Christopher Patrick, aged 46, has been a Director of the
Company since January 2007. He is also Engineering Director of Cathay
Pacific Airways Limited and a Director of Hong Kong Aero Engine Services
Limited. He joined Cathay Pacific Airways Limited in 1992.

HO, Cho Ying Davy °, aged 60, has been a Director of the Company
since September 1999. He joined the Swire group in 1370 and has
worked with the group in Hong Kong and Taiwan. He is also a Director
oi Swire Pacific Limited and John Swire & Sons (H.K.) Limited.

JOHANSEN, Peter Andre ***, aged 65, has been a Director of
the Company since July 1984 and is Chairman of the Remuneration
Committee. He joined the Swire group in 1973 and has worked with the
group in Hong Kong and Japan. He is also a Director of John Swire &
Sons Limited and Swire Pacific Limited.

TYLER, Antony Nigel *, aged 52, has been a Director of the Company
since December 1996. He joined the Swire group in 1977 and, in
addition to Hong Kong, has worked with the group in Australia, the
Philippines, Canada, Japan, ltaly and United Kingdom. He was appointed
Chief Executive of Cathay Pacific Airways Limited in July 2007, He is also
Chairman of Hong Kong Dragon Airlines Limite¢ and a Director of John
Swire & Sons {H.K.) Limited and Swire Pacific Limited.

Independent Non-Executive Directors

ADAMS, Robert Ernest, aged 64, has been a Director of the Company
since October 2004. He is the Managing Director of LF Asia Investments
Limited, a member of the Li & Fung group. He previously was an
Executive Director of CITIC Pacific Limited.

DICKSON LEACH, James Seymour **, aged 62, has been a Director
of the Company since July 1986 and is Chairman of the Audit Committee.
He is a Director of CLP Holdings Limited and China Construction Bank
(Asia) Corporation Limited.
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LAM, Kwong Yu Albert, SBS, aged 63, has been a Director of the
Company since May 2006. He had more than 41 years of service with
the Government of the Hong Keng Special Administrative Region and
had been Director-General of Civil Aviation since October 1998 until his
retirement in April 2004. He is a Non-Executive Director of Lei Shing
Haong Limited, an Independent Director of New Warld First Bus Services
Limited. He is also an Independent Non-Executive Director of China
Southern Airlines Company Limited.

LEONG, Kwok Kuen Lincoln **, aged 47, has been a Director of
the Company since March 2003. He is also Finance Director of MTR
Corporation Limited and a Non-Executive Director of Tai Ping Carpets
International Limited.

TONG, Chi Leung David, aged 37, has been a Director of the
Company since May 2006. He is also a Director of Sir Elly Kadoorie
& Sons Limited, Director of CLP Power Hong Kong Limited, Deputy
Chairman of Hong Kong Business Aviation Centre Limited and a Non-
Executive Director of Tai Ping Carpets International Limited.

Alternate: The Hon. Sir Michael David KADGORIE

Executive Officers

SWIRE, Merlin Bingham *, aged 34, was appointed Director and
Chief Executive Officer of Taikoo (Xiamen) Aircraft Engineering Company
Limited, a subsidiary of the Company incorporated in the People’s
Republic of China, in May 2006. He joined the Swire group in 1997.

CHI, Tin Mong John, aged 63, joined the Company in 1962. He
was appointed Director and Chief Operating Officer of Taikoo {Xiamen)
Aircraft Engineering Company Limited, a subsidiary of the Company
incorporated in the People’s Republic of China, in September 1996.

Secretary
FU, Yat Hung David *, aged 44, has been Company Secretary since
January 2006. He joined the Swire group in 1988.

Notes:

#Member of the Audit Commitiee

* Member of the Remuneration Committee

* Employee of the John Swite & Sons Limited group
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DIRECTURS REPOURT
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The Directors submit their report and the audited accounts for the year
ended 31st December 2007, which are set out on pages 33 to 75.
Details of the following items are set out in the accounts as follows:

EERERERE TSR E T AT B FENH
ERNEFURD  ZEREIINE=TZAER LT
L H - BETESRARNFHRU T RHENEEXN

Page

HEY

Results % Consolidated profit and loss account &F&E &k 33

Principal activities FE#%# Note 1 Bzt t 38

Interest FJ & Note 8 BiEE8 43

Dividends B2 Note 11 FEE11 44
Fixed assets BERE Note 13 BfEE13 45-46

Share capital fa Note 24 fs24 58

Reserves f&f& Note 25 fizt25 58

Commitments and contingencies ABEREEEE Notes 29 and 30 Fi#z29% 30 61
Continuing connected transactions F#BMERX S Note 31 BizE31 62-63

Ten-year financial summary +E/MBEEE

A ten-year financial summary of the results and of the assets and
liabilities of the Group is shown on pages 4 and 5.

Donations
During the year the Company and its subsidiary companies made
donations for charitable purposes totalling HK$5 million.

Agreement for services
The Company has an agreement for services with John Swire & Sens (H.K.)
Limited {"JSSHK"), the particulars of which are set out in the section on
continuing connected transactions.

As directarsfemployees of the John Swire & Sons Limited (" Swire") group,
Charles Bremridge, Martin Cubbon, Davy Ho, Peter Johansen, Michelle
Low, Christopher Pratt and Tony Tyler are interested in the JSSHK Services
Agreement (as defined below) and in the case of Peter Johansen also as
a shareholder,

Particulars of the fees paid and expenses reimbursed for the year ended
31st December 2007 are set out in note 31 to the accounts.
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Major customers and suppliers (significant
contracts)

63.4% of sales and 46.2% of purchases during the year were attributable
to the Group's five largest customers and suppliers respectively. 38.7%
of sales were made to the Group's largest customer, Cathay Pacific
Airways Limited (“CX") and its wholly owned subsidiary Hong Kong
Dragon Airlines Limited {“"KA"), while 30.6% of purchases were from the
largest supplier, Aero-Inventory (U.K.) Limited which is a wholly owned
subsidiary of Aero Inventory ple.

In respect of the Company’s transactions with CX and KA:

1. CX and its controlling shareholder Swire Pacific Limited are interested
as substantial shareholders of the Company;

2. Charles Bremridge, J Robert Gibson and Michelle Low were interested
as shareholders of CX;

3. Christopher Gibbs as employee of X;

4. Martin Cubbon, Davy Ho and Christopher Pratt as directors of CX; and

5. Tony Tyler as shareholder of CX and as director of CX and KA.

Save as disclosed above, no Director, any of their associates or any
shareholder who, to the knowledge of the Directors, owns more than 5%
of the Company's issued share capital (other than in respect of CX) has
an interest in the customers or suppliers disclosed above.

Continuing connected transactions

The Independent Non-Executive Directors, who are not interested in any
connected transactions with the Group, have reviewed and confirmed
that the continuing connected transactions as set out in note 31 to the
accounts have been entered into by the Group:

{a) in the ordinary and usual course of business of the Group;

{b) either on normal commercial terms or, if there are not sufficient
comparable transactions to judge whether they are on normal
commercial terms, on terms no less favourable to the Group than
terms available to or from (as appropriate) independent third parties;
and

{c) in accordance with the relevant agreement governing them on terms
that are fair and reasonable and in the interests of the shareholders
of the Company as a whole.
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The Audiiors of the Company have also reviewed these transactions and
confirmed to the Board that:

(a) they have been approved by the Board of the Company;

(b} they are in accordance with the pricing policies of the Group (if ihe
transactions involve provision of goods or services by the Group);

(c) they have been entered into in accordance with the relevant
agreements governing the transactions; and

(d) they have not exceeded the relevant annual caps disclosed in
previous annauncements.

Directors

The names of the present Directors are listed on pages 23 to 25.
Michelle Low was appointed on 6th March 2007, All the remaining
Direciors served throughout the year and still hold office at the date of
this report. } Robert Gibson served as a Direcior until his resignation
with effect from 7th March 2007.

The Hon. Sir Michael Kadoorie served as Alternate Director to David Tong
during the year.

Article 93 of the Company's Articles of Association provides for all
Directors to retire at the third Annual General Meeting following their
election by ordinary resolution. In accordance therewith Robert Adams,
Charles Bremridge and Mark Hayman retire at the forthcoming Annual
General Meeting of the Company and, being eligible, offer themselves for
re-election. ).S. Dickson Leach also retires in accordance with Article 93
but does not offer himself for re-election.

Each of the Directors has entered into a letter of appointment, which
constitutes a service contract, with the Company for a term of up to
three years until his retirement under Article 91 or Article 93 of the
Articles of Association of the Company, which will be renewed for a term
of three years upon each election/re-election. No Director has a service
contract with the Company that is not determinable by the employer
within one year without payment of compensation (other than statutory
compensation).

Fees totalling HK$0.7 million were paid to the Independent Non-
Executive Directors during the year; they received no other emoluments
from the Company or any of its subsidiary companies.
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Directors’ interests

At 31st December 2007, the register maintained under Section 352 of
the Securities and Futures Ordinance (“SFQ"} showed that the following
Directors held beneficial interests in the shares of Hong Kong Aircrait
Engineering Company Limited and Taikoo (Xiamen) Aircraft Engineering
Company Limited, its associated corporation {within the meaning of Part
XV of the SFO):

OUuEsa

R-B2+E+-A=+—-0 -  RERRBLEHE
GIE3sMR AR MEMAHRRL  EBSEFEME
IEARARAREEELIB (ERRRS RIERH
EXVR) IMALTREIBRERAGINRAPES
LT3 :

Hang Kong Aircraft Engingering Coempany Limited Capacity Ne. of shares Percentage of issued capital (%} Note
BERBIERERQE REEH %A G RITIRFE FHE(%) Mgt
The Hon. Sir Michael Kadoarie (Aliernate Director) Trust 3,782,886 2.27 1
FERFEEH LS 5+
). S. Dickson Leach Trust 84,800 0.05 2
E3oiH] a5t
D. C. 1. Tong PersonaliTrust 104,800 0.06 3
EFE A
Taikoo (Xiamen} Aircraft Engineering Capacity Percentage of issued capital (%)
Company Limited BHESH HERTRET (%) Note
EMASRBIEERLE Bis:
Controlied
;;éhan corporation 2.00 4
ZEEE
Notes ME
1. Tha Hon. Sir Michaol Kadoorie s one of the beneficiaries and the . KEREER L BB ERCHNNFERNAP—THA
founder of a discretionary trust which uftimately holds these shares. RETA -
2.1.5. Dickson Leach is one of the beneficiaries and the founder of 2 2 FHRBHRBALERENNBEHENRE Y LFEAREY
discretionary trust which uftimately holds these shares. A

3 D.CL Tong is interested personally in 26,000 shares of the Company.
In addition, he is deemed to he interested in 84,800 shares in his
capacity as a trustee of the discretionary trust referred to in Note
2 above, Those 84,800 shares are therefore duplicated in the
trust mterest of 1.5. Dickson teach. D.CL. Tong does not have any
beneficial interest in those shares.

4. The shares are held by Kin Kuen Development Company Limited in
which PX. Chan holds a 30% interest,
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Other than as stated above, no Director or Chief Executive of the
Company had any interest or short position, whether beneficial or non-
beneficial, in the shares or underlying shares and debentures of the
Company or any of its associated corporations, it any (within the meaning
of Part XV of the SFO).

Neither during ror prior to the year under review has any right been
granted to, or exercised by, any Director of the Company, or to or by the
spouse or minor child of any Director, to subscribe for shares, warrants or
debentures of the Company.

At no time during the year did any Director, other than as stated in this
report, have a beneficial interest, whether directly or indirectly, in a
contract to which the Company, or any of its associated corporations was
a party, which was of significance and in which the Director's interest
was material.

At no time during the year was the Company, or any of its associated
corporations, a party to any arrangements to enable the Directors of the
Company to acquire benefits by means of the acquisition of shares in or
debentures of the Company or any other body corporate.

Directors’ interests in competing business

None of the Directors and their respective associates has any competing
interests which need to be disclosed pursuant to Rule 8.10 of the
Listing Rules. -
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Substantial shareholders’ and other interests
The register of interests in shares and short positions maintained under
Section 336 of the SFO shows that at 31st December 2007 the Company
had been notified of the following interests in the shares of the Company
held by substantial shareholders and other persons:

FTERURBEGRAMRBE
BEHSRIEERAEIRARYNROEXERE
HEMFR H-224E+-A=+-R0- 27
CEFERFREHOLAZHEIRLANRBIEEU
T

Number of Percentage of
shares issued capital {%) Type of interest (notes)
idrig 42 DRITREEAL (%) AR (M)
1. Cathay Pacific Airways Limited 45,649,686 27.45 Beneficial owner
BEREFRLE REHEFA
2. Swire Pacific Limited 100,200,303 60.24 Beneficial owner and attributable interest®
AHREARAFH Wi E AR EERRT
3. John Swire & Sons Limited 100,200,303 60.24 Attributable interest!®
REAGTEERERLT [ S £ 3

Notes: At 31st December 2007:

(1) Swire Pacific Limited was interested in 54,550,617 shares of the Company as beneficial owner and
was also deemed to be interested in the 45,649,686 shares of the Company dicectly held by Cathay
Pacific Airways Limited by virtue of Swire Pacific Limited's approximately 39.91% interest in Cathay
Pacific Airways Limited;

(2) John Swire & Sons Limited ("Swire”} and its wholly cwned subsidiary ISSHK are deemed to
be interested in the 100,200,303 shares of the Company, in which Swire Pacific Limited was
interested, by virtue of the Swire group’s direct or indirect interests in shares of Swire Pacific Limited
representing approximately 35.74% of the issued share capital and approximately 55.43% of the
voting rights.

Auditors

A resolution for the re-appointment of PricewaterhouseCoopers as
Auditors of the Company is to be proposed at the forthcoming Annual
General Meeting.

By order of the Board
Christopher Pratt

Chairman
Hong Kong, 4th March 2008
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INDEFENDENT AUDITUR 5 REFURI
BIGHEMRE

To the shareholders of Hong Kong Aircraft Engineering Company Limited
(incorporated in Hong Kong with limited liability}

We have audited the consolidated financial statements of Hong Kong Aircraft Engineering
Company Limited {the “Company™) and its subsidiaries (together, the "Group”) set out on
pages 33 to 75, which comprise the consotidated and Company balance sheets as at 31st
December 2007, and the consalidated profit and loss account, the consolidated statement
of changes in equity and the consolidated cash flow statement for the year then ended,
and a summary of sigrificant accounting poficies and other xplanatery notes.

Directors’ responsibility for the financial statements

The directors of the Company are responsible for the preparation and the true and fair
presentation of these consolidated financial statemenis in accordance with Hong Kong
Financial Reporting Standards issuad by the Hong Kong Institute of Certified Public
Accountants, and the Hong Kong Companias Crdinance. This respensibility includes
designing, implementing and maintaining internal control refevant to the preparation
and the true and {air presentation of financial statements that are free from material
misstatemeni, whether due to fraud or error; selecting and applying appropriate
accounting policies; and making accounting estimates that are reasonable in the
circumstances.

Auditor’s responsibility

Our responsibility is to express an opinion on these consolidated financial statements
based on our audit and to report our opinion solely to you, as a hody, in accordance with
section 141 of the Hong Kong Companies Ordinance and for no cther purpose. We do
not assume responsibility towards or accept liability to any other person for the contents
of this repori.

We conducted our audit in accordance with Hong Kong Standards on Auditing issued by
the Hong Kong tnstitute of Certified Public Accountants, Those standards reguire that we
comply with ethical requirements and plan and perform the audit to abtain reascnable
assurance as to whether the finandial statements are free from material misstatement.

An audit involves performing procedures to obtain audii evidence about the amounts
and disclosures in the financial statements. The procedures selected depend on the
auditor's judgement, including the assessment of the risks of material misstatement of
the financial statements, whether due to fraud or error. In making those risk assessments,
the auditor considers internal control relevant to the entity’s preparation and true and
fair presentation of the financial statements in order to design audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an cpinion
on the effectiveness of the entity’s internal control. An audit also includes evaluating
the appropriateness of accounting policies used and the reasonableness of accounting
estimates made by the directors, as well as evaluating the overall presentation of the
financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our audit opinion.

Opinion

In our opinion, the consolidated financial statements give a true and fair view of the
state of affairs of the Company and of the Group as at 31st December 2007 and of the
Group’s profit and cash flows for the year then ended in accordance with Hong Xong
Financial Reporting Standards and have been properly prepared in accordance with the
Hong Kong Companies Ordinance.

PricewaterhouseCoopers
Certified Public Accountants

Hong Kong, 4th March 2008
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CUONSULIDATED PROFIT AND LU ACLUUNIT

GEeRER
for the year ended 31st December 2007 HE—SFLE+-A=1T—-HIUFE
Note BigE 2007 2006
{in HK$ Miflion) (BEEHET)
Turnover 4,619 3,844 Ixien
Operating expenses: oM
Staff remuneration and benefiis 5 (1,833) {1,676) HEHHEER
Cost of direct materizl and job expenses (1,160) {865) HEAHBRARITEMAX
Deprediation and amortisation 13 (258) (229) ERAH
Insurance and utifities {90} (83) FBELARMR
Operating lease rentals — land and buildings (82) (64) SEXAFAS — +HEREF
Repairs and maintenance (136) (99) 1SR L dds
Other operating expenses (112) (79) Hipg#my
(3.671) (3,095)
Other gains - net 7 31 - HisE¥ B
Operating profit 979 749 BRAF
Net finance income 8 P4 30 BRELA RN
Net operating profit 1,000 779 TwREH
Share of after-tax results of jointly controlled
companies 15 399 330 PG RATRRR MR
Profit before taxation 1,399 1,109 2300k § 3]
Taxation g (84) (81} RN
Profit for the year 1,315 1.028 XFRR
Attributable to: B :
The Company's shareholders 10 1,073 847 LFRE
Minority interests 242 181 PHENHEL
1,315 1,028
Dividends T 3 3
Interim — paid 146 108 R —Efd
Special - paid - 416 #E— a2
Final — proposed 366 266 AR — Ik
11 512 790
Earnings per share attributable to the T
Company's shareholders (basic and diluted} 12 HKS$6.45 HK$5.09 LERYRSTREH(XEREAR)

AFE=FTNREEATOANMEES
BATEREZEEEHRANZENNHR
HOELBEEN 85 -

The notes on pages 38 to 64 and the principal accounting policies
on pages 65 to 75 form part of these accounts.
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CONOSULIDATED BALANCE SHEE]T
REEEREX

at 31st December 2007 —FE+§+-HA=+—-R#Z&H

Note BiEE 2007 2006
{in HK$ Mitlion) (BMEHET)
ASSETS AND LIABILITIES RERAM
Non-current assets FRbRE
Property, plant and equipment 13 3,397 2,988 % BERES
Leasehcld land and land use rights 13 238 204 ERT R ERE
intangible assets 13 2 4 mEEE
Jointly controlled companies 15 801 98 HiEAT
Retirement benefit assets : 17 168 157 BiREHEE
Deferred tax assets 18 8 12 EZHEEE
Derivative financial instruments 19 102 - Ee ey =
4,716 4,063
Current assets ADRE
Stocks of aircraft parts 20 103 93 T HIFE
Work in progress 20 190 167 AEIR
Trade and other receivables 21 685 500 H2EEEkEE
Staff loans - 5 EIER
Derivative financial instruments 19 59 4 TEEBMIA
Deposits and bank balances 28(b) 876 898 FEREBRTERE
1,913 1,667
Current liabilities fiid ) Ri |
Trade and other payables 22 1,017 959 B5RAMBESRER
Taxation 58 22 A
Short-term loans 23 109 64 EHER
1,184 1,045
Net current assets 729 622 ADRERE
Total assets less current liabilities 5,445 4,685 RESERBDASR
Non-current liabilities EEmAR
Receipt in advance 27 101 12 RS
Deferrad tax liabilities 18 226 226 EEHEAE
Other payables 22 224 - HbfERRIE
551 338
NET ASSETS 4,894 4,347 RESN
Equity attributable to the Company's shareholders LERWESRE
Share capital 24 166 166 [
Reserves 25 4,243 3,499 &
4,409 3,665
Minority interests 26 485 682 PHENRE
TOTAL EQUITY 4,894 4347 =311
The financial statements have been approved by the Board MBHRCHEERER  AHTH
of Directors and signed on their behalf by: ATREXEERHF
Christopher Pratt HE
Dinty Dickson Leach ALl
Directars FEE

Hong Kong, 4th March 2008

The notes on pages 38 to 64 and the principal accounting
policies on pages 65 to 75 form part of these accounts.

@ HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED
ERRAIEARLA

BB —BE/\F=AOA

ABE=TNREEATOENHERS
BA+ZEEZEFLTEANTERTBR
SRULRE AT -




COMPANY BALANCE SHEET
PRAEBERER

at 21st December 2007 —BE+F+_H=1+—-AEH

Note BEE 2007
{in HK$ Million) (#MEHT)
ASSETS AND LIABILITIES HERAR
Non-current assets FET R &
Property, plant and equipment 13 2,028 ¥ - EERRH
teasehold fand 13 17 HAEL
intangibla assets 13 2 BRGE
Subsidiary companies 14 364 MR L8
lointly controlled companies 15 64 HiERT
Retirement benefit assets 17 168 BHEAEE
Dividend receivabie 291 R AL,
2,934
Current assets piid o) §. 3
Stocks of aircraft parts 20 52 REBHENR
Work in progress 20 L] AEIR
Trade and other receivables 21 598 HEERHEMMEWRIE
Staff loans - BIAM
Dividend receivable 88 B R
Deposits and bank balances M2 FRRBITER
1,538
Current liabilities RBAR
Trade and other payables 22 624 AR REMBERE
Taxation 58 Blg
682
Net current assets 856 pid 0h§ 3
Total assets less current liabilities 3,790 WESNA R AR
Non-current liabilities ERBDAR
Receipt in advance 27 101 L]
Deferved tax liabilides 18 213 BEHEBEAMN
314
NET ASSETS 3,476 REFN
Equity attributable to the Company’s sharehelders LERNESES
Share capital 24 166 i
Reserves 25 3,310 s
TOTAL EQUITY 3,476 naea

The financial statements have been approved by the Board of
Directors and signed on their behalf by.

Christopher Pratt

Dinty Dickson Leach

Directors

Hong Kong, 4th March 2008

The notes on pages 38 to 64 and the principal accounting policies
on pages 65 to 75 form part of these accounts.
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CONSOLIDATED CASH FLOW STATEMENT

GEHREIRER

for the year ended 3ist December 2007 BHE—FELE I A=+ —HILFE

Note Bt 2007 2006
{in HK$ Milfion} (B EAT)
Operating activities BERT
Cash generated from operations 28(a) 1,070 1,089 BRELHRE
Interest paid {5} (3 2AFIE
Interest received 27 34 2L
Taxation paid (68) (57} SR
Net cash generated from operating activities 1,024 1,063 EMBEMHEIH
Investing activities R
Purchase of property, plant and equipment (760) (690) BEVE - -BRERRE
Sale of property, plant and equipment 23 2 HEYE BERRHE
Acquisition of additional interest in a subsidiary company - (27} BAMBLSEMES
Acquisition of a subsidiary company 28(c) 6 - BAKBALF
Additional capital contribution to a jointly controlled company (15) (7 HEQATHMNEE
Loans repaid by staff 5 - ESHEEERK
Leans repaid by a jointly controlled company - 6 HELBHEBER
Loans advanced to a jointly controlled company (11) - FREZRBMER
Dividends received from jaintly controfled companies 313 315 ERRELERE
Net decrease/(increase) in short-term deposits other than cash BRRERASZEPINEEFR
and cash equivalents 258 {186) B8 )RR
Net cash used in investing activities {181) {597) BRREFRADAEEH
Net cash inflow before financing activities 843 466 BRRENOASRATH
Financing activities 378 £
Capital contribution from mirority interests 47 - PEBREE
Borrowing of short-term loans 45 46 BASHER
Dividends paid to the Company's shareholders (412) (7o7} BAFLARENER
Dividends paid to the minority interests {288) - ENFLOERRYRE
Net cash used in financing activities (608) (661) MERERBNRASIM
Net increase/(decrease} in cash and cash equivalents 235 {195) BeRReERMAM (LS
Cash and cash equivalents at 1st January 623 809 —A-ERENESRREEEY
Translation adjustment 1 9 EREE
Cash and cash equivalents at 31st December 28(b) 859 623 ToA=+—HENMNBERRSE MY

The notes on pages 38 to 64 and the principal accounting poficies
on pages 65 to 75 form part of these accounts.
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

GERGEED X
for the year ended 31st December 2007 BE-RStFF-A=+—HitFE
2007 2006

(in HX$ Million) CEEEMT)
Total equity at 1st January 4,347 4,098 —A—HENHRESEN
Changes in cash flow hedges AeRENTRE
- recognised during the year 165 4 - BREEREER
- deferred tax recognised (13} - - ERREBERER
Exchange differences 3 18 ERed
Net income recognised directly in equity 155 22 HiERNUDWEZARA SN
Profit for the year 1,315 1,028 =FE4T
Total recognised income for the year 1,470 1,050 XFEMERARHA
Changes in cash flow hedges RAERARTHRE
- transferred to profit and loss account (12) - -~ IREAZE
Dividends paid to the Company's sharehalders (412) (707 Eft FLEREMERR
Dividends paid and payable to minority interests (545) (68) EMRESFIBRREASHERL
Acquisition of minority interests in a subsidiary company - (26} RANMELBEIPERE
Minority interests arising on new subsidiary companies a7 - FRBLEEEHPHBRESD
Total equity at 31st December 4894 4347 +ZA=+—A&RNHASA0
Total recognised income for the year attributable to: B EEE MBI A B3 -

The Company's shareholders 1,163 860 L ERY

Minority interests 307 190 PHRBRERE

1,470 1.05L_,

The notes on pages 38 to 64 and the principa accounting policies
on pages 65 to 75 form part of these accounts.
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NOTES TO THE ACCUUNTS

ik B M &

1.

Principal activities

The Hong Kong Aircraft Engineering Company Limited Group is primarily
engaged in the business of commeardial aircraft overhaul, modification
and maintenance in Hong Kong and Mainland China. It does nct have
other significant activity sa no further business segmental information has
been reported. A geographical segment analysis of the Group’s finandial
informatien is provided under note 4.

The principai activities of the Group’s subsidiary and jointly controlled
companies are set out on page 64. Financial summaries of the jeointly
controlled companies are provided under note 15.

Financial risk management

{a) Financial risk factors

The Group’s activities are exposed to a variety of financial risks: including
foreign exchange risk, interest rate risk, credit risk and liquidity risk. The
Group's overall risk management programme fecuses on the unpredictability
of financial markets and seeks to minimise potential adverse effects on
the Group's financial performance. The Group uses derivative financial
instruments to hedge certain risk exposures, principaily foreign exchange risk
using forward contracts, It is the Group's policy not to enter into derivative
transactions for speculative purposes.

(i) Foreign exchange risk
The Group is exposed to foreign exchange risk arising from various
curency exposures, primarify with respect to the US doltar and Renminbi.
Foreign exchange risk arises from future commercial transactions,
recognised assets and liabilities and net investments in foreign
cperations that are denominated in a currency that is not the entity's
functional currency. '

The Group Treasury's risk management policy is to hedge not more
than 100% ot anticipated cash flows {mainly in operating and capital
expenditure) in each majer foreign currency for the subsequent 36
menths, provided that the cost of the foreign exchange forward or
derivative contract is not prohibitively expensive in comparison to the
underlying exposure.

At 31st December 2007, if the HK dollar had weakened/strengthened
by 5% against the Renminbi with all other variables held constant, fotal
equity would have been HK$29 million (2006: HK$33 million} higher/
lower, arising mainly from the movement in cash flow hedge reserve
caused by fair value changes on the deriative financial instruments.

{ii) Interest rate risk
As the Group has no significant interest-bearing assets and liabilities, the
Group's income and operating cash flows are substantially independent
of changes in market interest rates.

HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED
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(i) Credit risk

Credit risk is managed on group basis. Credit risk arises from cash and
cash equivalents, derivative financiat instruments and depasits with
banks and financial institutions, as well as credit exposures to customers,
including outstanding receivables and committed transactions. For banks
and financial institutions, generally only independently rated parties with
a rating nat lower than *A’" are accepted. The Group has policies in place
to evaluate credit risk when accepting new business and limit its credit
exposure to any individual customer.

{iv) Liquidity risk
The Group maintains sufficient cash and adequate undrawn committed
revolving credit facilities to reduce liquidity risk and to allow for flexibility
in meeting funding requirements.

Management monltors rolling forecasts of the Group's Hquidity reserve
(comprising undrawn borrowing facilities and cash and cash equivalents)
on the basis of expected cash flow.

{b) Capital risk management

The Group's objectives when managing capital are to safequard the Group'’s
ability o continue as a going concern in order to provide returns for
shareholders and benefits for other stakehalders and to maintain an optimal
capital structure to reduce the cost of capital.

The Group monitors capital on the basis of the gearing ratio. This ratio is
calculated as net debt divided by total equity. Net debt is calculated as total
borrowings (including ‘current and non-current borrowings' as shawn in the
consolidated balance sheet) less deposits and bank balances. Total equity
is calculated as ‘equity attributable to the Company's shareholders’ plus
‘minority interests’ as shown in the cansolidated balance sheet. The Group
has no net debt during the year.

(c) Fair value estimation

The fair vatue of financial instruments traded in active markets (such as
trading and available-for-sale securities) is based on quoted market prices
at the balance sheet date. The quoted market price used for financial assets
held by the Group is the current bid price.

The fair value of financial insiruments that are not iraded in an active market
(for example, over-the-counter derivatives) is determined by using valuation
techniques. The Group uses a variety of methods and makes assumptions
that are based on market conditions existing at each balance sheet date.
Other techniques, such as estimated discounted cash flows, are used to
determine fair value for the remaining financial instruments. The fair value
of forward foreign exchange coniracts is determined using quoted forward
exchange rates at the balance sheet date.
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NUFES 1U THE ALLUUNTL
EBmE

The carrying value less estimated credit adjustments of trade receivables
and payables are assumec to approximate their fair values. The fair value
of financial liabilities for disclosure purposes is estimated by discounting
the future contractual cash flows at the current market interest rate that is
available to the Group for similar financial instruments.

. Critical accounting estimates and judgements

The Group makes estimates and assumptions as appropriate in the
preparation of the accounts. These estimates are hased on historical
experience and other factors, including expectations of future events that are
believed to be reasonable under the circumstances and will, by definition,
seldom equal the related actual results. The estimates and assumptions that
have a significant effect on the carrying amounts of assets and liabilities are
discussed below:

{a) Impairment of assets

The Group tests at least annually whether goodwill and other assets that
have indefinite useful lives have suffered any impairment, Cther assets
are reviewed for impairment whenever events or changes in circumstances
indicate that the carrying amount of the asset exceeds its recoverable
amount. The recoverable amount of an asset or a cash-generating unit has
been determined based on value-in-use calculations. These calculztions
require the use of estimates.

{b) Income taxes

The Group is subject to income taxes in various jurisdictions. Judgement
is required in determining the provision for income taxes. There are many
transactions and calculations for which the ultimate tax determination
is uncertain during the ordinary course of business. Where the final tax
outcome is different from the amounts that were initially recorded, such
differences will impact the income tax and deferred tax provisions in the
period in which such determination is made.
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4, Segment information

Reporting by geographical segment for the year ended 31st December.

4. 9ERHE
BE+-E-+-ALEBREESERS

Qperating principally Operating in Inter-segment
in Horg Kong Mainlard China elimination Total
EEREREE s R S 2 R @t
007 2006 2007 2006 2007 2006 2007 2006
fin HK$ Mitlion) (EMEHET)
Turnover 3,022 2414 1,597 1,430 - - 4619 3844 BEAE
Inter-segment sales 84 88 4 3 (88) (91 - - fEzEHEE
3106 2502 1,601 1&3:%: (88) (9_1L 461% B,Sfli
Operating prafit M4 31/ 565 437 979 749 ExEA
Net finance income 1 26 10 4 Fj | 30 HMEBWARE
Share of after-tax results of jointly controlled
companies 363 303 36 27 399 330 EERELEHHERSA
Profit before taxation 788 646 611 463 1,399 1,109 HRBiATET
Profit for the year 746608 569 420 1,315_ 1,028 *TuH
Profit attributable to the Company’s shareholdars 746 7_-6@@) 327 239 1,073 847 QARREEEN
Capital expenditure 294 498 439 287 733 785 EBEEMMEX
Depreciation 140 105 1M1 116 251 21 W@
Amortisation 2 3 5 5 7 8 m#
Impairment of stocks - provision - 3 18 7 18 10 =FHHE —£H
Auditors' remuneration - statutory audit fees 1 1 __ - -, 1 1 EESHRE — ZERERR
Analysis of net assets and equity of the Greup by geographical segment at 31st December: t-A=t+-AREEMmE
Operating principally ~ Operating in Inter-segment e EAEFERRRNTH
in Hong Kong Mainland China elimination Tota!
TEREREE ROEN e E SEZME st
007 2006 2007 2006 2007 006 007 2006
fin HK§ Mitlion) (BN HEIT)
Segment assets 3,357 2675 2,041 1,580 {a54) (133) 4,944 4122 RRABEE
Jointly controlied companies 648 579 153 119 - - 801 698 HiELT
Deferred tax assets - - 8 12 - - 8 12 BEBEHEE
Deposit and bank balances 729 383 147 515 - - 876 898 TFRRE{TAL
Total assets 4,734 3637 2,349 222% (454) (133) 6,629 5730 BELE
Segment liabilities 750 650 1,046 553 (454) (133} 1,342 1,070 #EHAE
Deferred tax liabilities and taxation 2711 249 13 - - - 284 249 BEBEAERHE
Short-term loans - - 109 64 - - 109 64 REHER
Total liabilities 1,021 899 1,768 617  (454) (133} 1,735 1383 RMANE
Net assets 3,713 Z_ES_:‘ 1,181 1,609 - - 4,894 4347 HAEEE
Equity attributable to the Company's sharehalders 3,707 2,732 702 933 - - 4,409 3,665 LEREEEER
Minority interests 6 6 479 676 - - 485 682 L EHEEER
Total equity 3. M3 2738 1,181 1,609 . - - 4894 4,_3_4_7_ BiEE
5. Staff remuneration and benefits S MATMASEH

Total staff remuneration and benefits inciuding pension scheme contributions,
salaries, allowances, benefits in kind and staff benefit administration costs for
2007 amounted to HK$1,833 million (2006: HK$1,676 million). Of the five
highest paid employees, four {2006 four) were Diractors and one (2006: one)

was an Executive Officer. Details of their remuneration are given in note 6.
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NUTES TU THE ALLOUNTS
wEME

6. Directors’ and executive officers’ remuneration

Total number of Directors who served during the year was seventeen (2006:
seventeen) and total number of Executive Officers who served during the year
was two (2006: two}. Their remuneration was as follows:

6 EERTTHRARMSE
FAREHEHERFATLACSZAELTEA) W
FRECTHARBBATAAZACEEAFR-A) .
HMEWT :

Group &=H
Cash B& Non Cash 3EB %
Basic salary/ Refirement  Bonus paidto  Housing
Directors' Allowances schemes retiement & other Total
feesd and benefits  contributions  benefits benefits s

BAE Bonust  RMER BEIR ARG BER

j ysnk #ab  HEER HE [:CRrE HitEH 2007 2006
{in HKS Thousand) (B%FT)
Executive Directors: BEEN:
Christopher Pratt firom 9th August 2006) 406 365 19 " 104 363 1,328 288 BEB (w-ge EANEE)
Chan Ping Kit 3.072 3,748 1,140 12 - 14 7980 7311 B
Charles Bremridge 1,320 859 437 231 657 1,745 5279 4904 ERFE
J Robert Gibson ito 614 March 2007} 286 1,280 221 - - - 1,790 3,247 BE (F-gFLFE=AAR)
Mark Hayman 1,637 1,055 955 - - 20 3667 3593 BEX
Michelle Low ffrom 6th March 2007) 1,096 - 472 - - 6 1,614 - BEW m_geLFzAAaL)
Ashokumar Sathianathan
{irom 10th May 2006] 1,450 926 701 6 - 33 3116 1401 B8N powwsrERs a5
David Turnbull fto 315t January 2006) - - - - - - - B2 BERB(F_egsE—F=+-H)
8,270 8,263 3,945 320 761 2221 24780 21,356
Non-Executive Directors: FRREN:
Derek Cridland (o 3/st December 2007) - - - - - - - ~ RBR(F-QQLEF-F=+-A)
Martin Cubbon - - - - - - - ~ E5E8
Christopher Gibbs ffrom 15t anwary 2007) - - - - - - - - BHE (p-gerE—F-84)
Davy Ho - - - - - - - - AR
Peter Johansen - - - - - - - - BEEH
David Turnbull fom Ist february EBYE w-gE gE=F-8
to &ih August 2008) - - - - - - - 104 ENAAA)
Tony Tyler - - - - ~ - - - BER
- - - - Z B BT
independent Non-Executive
Directors: RUFREEN:
Robert Adams 100 - - - - - 100 100 BERE
Dinty Dicksen Leach 230 - - - - - 230 205 =gz
Albert Lam (fom 10th May 2006) 100 - - - - - 100 65 M (G—FFAFER+EE)
Lincaln Leang (fam 10th May 2006) 205 - - - - - 205 205 REE @w-gF EEATHE)
David Tong 100 - - - - - 100 65 BT
735 — - — - - 735 640
2007 total 10,005 8,263 3,945 320 761 2,221 25515 ZFTLESN
2006 total 9,131 5,801 4,277 308 309 2,587 22,408 Z“BESAFEH
Executive Officers: RAN:
fohn Chi 1,586 898 365 12 - 1,130 3,991 4420 BXZE
Merlin Swire 672 164 95 118 164 227 1,440 803 MEiith
2,258 1,062 460 130 164 1,357 5431 5223
2007 total 2,258 1,062 460 130 164 1,357 5,431 ZFTLEAN
2006 total 1,942 797 863 86 - 1,535 5223 —BERFHR
Notes: [TE A

a. Annual Directors' fees are determined by the Board and for 2007 comprised Director's
fee of HK$100,000 {2006: HK$100,009), fee for members serving on Aedit Committee
of HK$75,000 (2006; HK$75,000) and fee for members serving on Remuneration
Committee of HK$30,000 (2006: HK$30,000) raspactively. The fee for Chairman
of Audit Committee is HK$100,000 (2006: HK$75,000) and fee for Chairman of
Remupneration Committee is HK$40,000 (2006: HK$30,000).

b. Bonuses as paid to the Executive Directors and Executive Officers in the year are based
on previous years' reslts.
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7. Other gains - net

T.RMBERF -8

Group &
2007 2006
{in HK3 Mitlion) (M EHT)
Net foreign exchange gains 27 - ShE B R
Assets at fair value through the profit and loss: BOTEFABRENTE
fair value gains 4 - LPERH
n_ -
8. Net finance income B.MBEARE
Group
2007 2006
fin HK$ Million) (BREHT)
Interest income: FBWA :
Short-term depaosits and bank balances 27 32 BMERRRTEL
Sharehalders' loans - 1 BEEH
Interest expenses: FEXS
Short-term bank loans {6} (3) BRRBITHE
21 30
9. Taxation 3. R
Group #:@
2007 2006
{in HK$ Million) (B BHHER)
Current taxation: AHABE ¢
Hong Xong profits tax 55 9 HFRNEH
Overseas 1ax 38 48 BB
93 57
Deferred taxation {note 18}: IEAEBIRA (PIEE18) ¢
Decreasef(increase} in deferred tax assets 4 (5) BEREFTEES/(BM)
{Decrease)fincrease in deferred tax liabilities (13) 29 BREHERFEELIMER

assessable profits for the year. Overseas tax is calcufated at tax rates prevailing

in the respective jurisdictions.

Share of after-tax results of jointly controlled companies is siated after taxation
charge of HK372 miltion for the year (2006: HK$62 million).
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9. Taxation {cont'd) 9. RE(H)
Reconciliation between the tax charge and tax at the applicable tax rate: B HREARZHHEHE
Group RE
2007 2006
{in HK$ Million) (B EET)
Profit before taxation 1,399 1,109 BRELATE R
Neminal amount at Hong Kong prefits tax rate of REBRNGHBEES2TLER
17.5% (2006: 17.5%) 245 194 (CEBRAREARS 2 TERAHBENESR
Share of after-tax results of jointly controlled companies {70) {58) BRAELERRERE
Effect of different tax rates in overseas jurisdictions {59} (37 BHRLEEETERENZE
Non-taxable items (7 {14) EAEHMESE
Qver-provisions in prior years (3) {5) AERAE R
Others (22) 1 Hith
Total tax charge per accounts 84 81 AR B TR B8 3 AR

10. Profit attributable to the Company's shareholders
Of the prefit attributable to the Company's shareholders, HK$ 1,387 million (2006:
HK$707 million) is dealt with in the accounts of the Company.

10. L E1 R W R {4 i@ #I
DEARREGENT BB TZENATLEER (2R
FRERLETLEER) DHERATRER -

11. Dividends 11. 80
Company 2 8]
2007 2006
{in HK$ Mithion) (B HET)
Interim, paid on 25th September 2007, of HK$0.88 RZBFLEAE-_THEEBRENTHEL
per share {2006: HK$0.65 per share) 146 108 HREH0.88 (CESREATRAERIGST)
Special, nil (2006: HK$2.50 per share) - 416 BABREAT (CE2TAEATHER2.50T)
Final, proposed, of HK$2.20 per share RRAHRIGREE220R
{2006; HK$1.60 per share) 366 266 {(ZEBRFRERBE1.60T)
512 790

At a Board meeting held on 4th March 2008, Directors recommended a final
dividend of HK$2.20 per share for the year ended 31st December 2007 Together
with the interim dividend of HK$0.88 per share paid on 25th September 2007, this
makes a total dividend for the year of HK$3.08 per share. Subject to shareho!ders’
approval of the final dividend at the Annual General Meeting on 6th May 2008,
payment of the firal dividend will be made cn 16th May 2008 to sharehalders
registerad at the ciose of business on the record date, 6th May 2008.

The proposed dividend is not reflected as dividend payable in these accounts,
but will be accounted for as an appropriation of the revenue reserve for the year
ending 31st Dacember 2008.

The register of members will be closed from 30th April 2008 to 6th May
2008, both dates inclusive, during which period no transfer of shares will be
effecied. In order to qualify for the entitlement of the final dividend, all transfer
forms accompanied by the relevant share certificates must be lodged with the
Campany's share registrars, Computershare Hong Kong Investor Services Limited,
17th Floor, Hopewell Centre, 183 Queen’s Road East, Heng Kong, for registration
not later than 4:30 p.m. on Tuesday, 29th April 2008.
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12. 5REFH(ZFENT)
SREFADREAIRREGEANER HELT=EER
(C2EAFRABENENTHEEL) RERTHIET
HR A B 166,324, 8508 (=T 5166,324,8508)
AR o

12. Earnings per share (basic and diluted)

Earnings per share are calculated by reference 1o the profit attributable to the
Company's shareholders of HK$ 1,073 million (2006 HK$847 million) and to the
weighted average of 166,324,850 (2006: 166,324,850) ordinary shares in issue.

13. Property, plant and equipment, leasehold land and 13.9% HERRN BHRiIWELH

land use rights and intangible assets PHARRERE
Group M
Property, plant and equipment 93 - R R E
Vehicles, Plant and
Buildings  Plant,  equipment buildings leasehold  Intangible
and machinery  and under landand  assets -
building  andtools  furniture  Rotable  construction land use  computer
facilities B - - spares  mipth rights software
BER s BiE s e Total  MEALHE SWPEE -
BERE ETR B 4L At R @it TR et Lets
{in HK$ Miihon) (BMEET)
Cost LY
At 315t December 2005 2,61 729 187 207 133 3,867 227 10 Z2BRF+-A=1+-0&F
Exchange differences 2 - - - 3 1 - EBEHREM
Additions and transfers 633 127 19 47 {58} 768 17 - HERER
Disposals - N {20) {2) - (29) - - HE
At 31st December 2006 3,246 850 186 252 75 4,609 245 10 ZBERF+-H=+-H&EH
Exchange differences 3 - - 1 5 1 - EXEE
Acquisition of a subsidiary
comparny - 22 1 - - 23 - - BAMELE
Additions and transfers 143 130 16 74 332 695 38 - EBRER
Disposals {4) {(10) {8) 7 - {93) - - &
At 31st December 2007 3,388 993 195 255 408 5,239 284 10 =%2t&+-R=-+-B&N
Depreciation and
amortisation HaRMn
At 31st December 2005 764 472 162 27 - 1,425 35 4 —22Rf+-"A=+-A4H
Exchange differences 1 - - - 1 - - EREH
Charge for the year 2 69 17 14 - 221 6 ) EREENERAH
Disposals - 0 {19) - - (26) - - &
At 31st December 2006 885 534 160 41 - 1,67 41 6 —EERF+B=t-B&H
Exchange differences 1 - - - 2 - - EHER
Acquisition of a subsidiary
company - 1 - - 10 - -~ BAKELE
Charge for the year 129 84 14 24 - 251 5 7 EEEFEREH
Disposals {2) (8) (8) {24) - (42) - - B8
At 31st December 2007 1,014 620 167 1 - 1,842 46 8§ —FPLE+-_A=+—HENX
Net book value W
At 315t December 2007 2,374 373 28 214 408 3,397 238 2 ZPPtE+ZA=t+—HEX
At31stDecember 2006 2360 316 26 211 75 298 04 4 “¥RAFISAZ-AEH

[GB_' HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED
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13. Property, plant and equipment, leaschold land and

13. MR EREBN EREMELH

land use rights and intangible assets {cont'd) FRRERERE)
Company £ 8]
Property, plant and equipment 1% - BER RS
Vehicles, Plant and
Buildings Plant,  equipment buildings Intangible
and machinery and under assets —
building  and tools  fumiture  Rotable construction computer
facilities BE - pat: spares B2 Leasehold  software
BER e B A% BE Total land BEAE -
RTRIE RITA E i A iy B BEte R
{in HK$ Mitlion) (B EHEmT)
Cost ER
At 31st December 2005 1,671 377 152 207 83 2,490 21 10 ZBBRFE+-_H=+-BH#E
Additions znd transfers 456 39 14 a7 (58} 498 - ~  BER@EE
Disposals - (4) {16) {2) - 22 - - g
At 31st December 2006 2,127 412 150 252 25 2,966 21 10 =FE~E+=-R=+-REEH
Additions and transfers 44 80 6 74 a0 204 - - BHRHEE
Disposals (4 (5) {5) 71 - {85} - - HE
At 31st December 2007 2,167 487 151 255 115 3,175 21 10 —$PtE+-A=+-HEX
Depreciation and
amortisation HiKE R
At 315t December 2005 501 290 140 27 - 958 3 4 ZRBREFT-BE=+-R&R
Charge for the year 59 26 5 14 - 105 1 7 FEERERBH
Disposals - (3) (16) - - {19) - - e
At 31st December 2006 560 313 130 41 - 1,044 4 6 —BEAE+-_A=+-—HBE
Charge for the year 75 33 6 24 - 138 - . FEEREREBH
Disposals (2) (4 (5) {24) - (35} - - HE
At 31st December 2007 633 342 131 41 - 147 4 8 ZPPEE+_AZ+—HEX
Net book value BE#E
At 31st December 2007 1,534 145 20 214 115 2,028 17 2 ZBPtE+ZA=T-HER
At 31st December 2006 1,567 99 20 21 25 1,922ﬂ 17 4 ZBERF+-A=+-BEE

Plant and buildings under constructicn are mainly related to construction of the
sixth hangar at Xiamen, Mainland China by TAECO which is scheduled 10 open in

the second half of 2809.

Of the leasehold land and land use rights with net book value of HK$238 million
{2006: HK$204 million), HK$17 millicn relates to a leasehold land held in Hong
Kong by the Company (2006; HK$17 million) while HK$221 million relates to
land use rights held in Mainland China by TAECO (2006: HK$ 187 millign). Bath

leasehold land and land use rights are held on medium-term leases.

HONG KONG ARCRAFT ENGINEERING COMPANY LIMITED
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14. Subsidiary companies

14. B 2E

Company 8
2007 2006
(in HK$ Miltion) (B EHEI)
Unlisted shares at cost 352 296 FLHERE
Loans due from subsidiary companies 12 - FELEREBER
364 296

The principal subsidiary companies are shown on
page b4.

Loans due from subsidiary companies are unsecured and carry interest rate at
LIBOR plus 0.5% per annum {2006: nii). The loans are repayable at various dates
up to 2011,

IRMEATIIREATIR

HEATRMARRLELS  AFNZHRRATEL
FENEHELHCRIAERD) - HARRTAEANK
BEZR-——H-

15. Jointly controlled companies 15. KB LE
Group 2/ Company 23]
2007 2006 2007 2006
(in HK§ Milfion) (B EEIT)
Unlisted shares at cost 120 77 62 51 kEWmEEE
Attributable post-acquisition
prafits 678 610 B A SR ET
Share of net assets 798 687 EEEERE
Loans due from jointly
controlled companies 3 (Al 2 10 HELSRERENR
801 6% 64 61
Dividends received and receivable {rom jointly
controlted companies 285 _ 315 ERREYRERFERE

The principal jointly controlled companies are shown on page 64.

Loans due from jointly controiled companies are unsecured and carry interest
rate at LIBOR plus 0.6% per annum {2006: from LIBOR plus 0.5% to LIBOR plus
0.6% per annum). The loans have no fixed terms of repayment.
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15. Jointly controlled companies (cont'd)
The Group's share of the results and assets and liabilities of the jsintly controlled

15. #ELF (A)
EEREARATBETCASH-BLEERLEENE

companies for the year ended and at 31st Dacember are as follows: BRREEHBANT
HAESL
BRATREE Others Total
HERELE Hib st
2007 2006 2007 2006 2007 2006
fin HK$ Miftion) B EET)
Turnover 2,774 2385 331 2% 3,105 2,641 Hxung
Operating expenses (2,408) (2,071) (262) (201)  (2,670){2,272) |BEEX
Operating profit 366 314 89 55 435 360  EHEN
Net finance income 1 5 - - 1 5 MHERATE
Share of after-tax results of jointly controlled
companies 35 18 - - 35 18 BEHELRRERER
Profit befare taxation 402 337 69 55 an 39 BRB I
Taxation (64) (59 8 ) (12) (62 HHE
Profit for the year 338 282 61 48 399 330 FFEA
Dividends paid 267 299 45 16 312 315 2RE
Funds employed: FRRES
Non-current assets 403 370 109 84 512 454 ERBEE
Current assets 662 503 153 146 815 649 RBEE
1,065 873 262 730 1,327 1,103
Current liabilities (416} (296) (82) (82 (498) (378) hBaR
Non-current liabilities (28) (27 - - (28) (27) *REERE
621 550 180 148 801 698
Financed by: HRRR
Shareholders' equity and loans 621 550 180 148 B01 498 RRERRER

&3 HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED
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16.Financial instruments by category

The acceunting policies for financial instruments have been applied to the line

16. AN BSMEBMIA
EMTASHRRCERRTIEE

itemns below:
Group &M Company &3]
Loans and Loans and
receivables Derivatives Total receivables
BRI STETA - -£:9535 (Ve e
(in HK$ Miflion) GHEEHE)
31st December 2007 Z2¥tE+-HA=1+—-H
Assets as per balance sheet WEARBATRE
Derivative financial instruments - 161 161 - fTEERMIE
Trade receivables 303 - 303 197 BB EWE
Deposits and bank balances 876 - 876 IAY; ERREBTER
Total 1179 161 1,340 _ 909 e
Other financial Other financial
liabilities Total liahilities
Hinft A M 1 Rt iRa&
Liabilities as per balance sheet WA RS AT ARG
Receipt in advance 101 101 101 B RIR
Short-term loans 109 109 - EHER
210 210 101
Group $£H Company 275
Loans and Loans and
receivables Derivatives Total receivables
< £-953; Shgt] fTH TR EoHy B R
{in HK$ Mittion) (BN EET)
31st December 2006 —¥PR"E+=-R=+—-H
Assets as per balance sheet RERMRATRE
Derivative financial instruments - 4 4 - FESHMIE
Trade receivables 194 - 194 119 EH5EHRE
Deposits and bank balances 898 - 898 369 ERREITER
Total B 1,092 4 109% 488 @it
Other financial Other financial
liabilities Total liabitities
Hit M BaE E HitmxaE
Liabilities as per balance sheet REAREMTAR
Recelpt in advance 112 12 12 FWEH
Short-term loans 64 64 - BHER
176 176 112

—_

R BT o

Note: Derivatives include assets at fair value through the profit and foss of HK$4 miliion (2006: nil}

The derivative financial assets, the deposits and hank balances are placed with
banks which have credit ratings not lower than A" in compliance with the
financial risk management policy. The trade receivables are transacted with thase
customers within the Directors’ reasonable and acceptable ratings. Based on
historical experience, the unrecoverable rate is less than 0.1% on turnover.
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17. Retirement benefits

(a) Oversll

Staff employed by the Company before 1st December 2000 were offered a
choice between Hong Kong's Mandatary Provident Fund (“MPFF") and the
defined benefits retirement schemes as described below. Since 1st December
2000, all new staff employed unless specially approved by the Company have
been enrolled in the MPF scheme in which both the Company and staff are
required to contribute 5% of the staff's relevant income (capped at HK$1,060
per maonth).

The Hong Kong Aircraft Engineering Company Local Staff Retirement Benefits
Scheme ("Local Scheme”) provides resignation and retirement benefits to its
members upon their cessation of service with the Company. The Company
meets the full cost of all benefits due by the Scheme to members, who are not
required to contribute to the Scheme.

Similarly, the Hong Kong Aircraft Engineering Company Staff Retirement Benefits
Scheme (“Expatriate Scheme”) is for staff employed on expatriate terms.
However, both members and the Company contribute to the Scheme,

TAECO's local staff are covered by a statutory scheme and a defined contribution
scheme in Mainland China. Local staff employed by Singapore HAECO Pte,
Limited are covered by the Central Provident Fund in Singapare.

The retirement henefits {income)/expenses were recognised in the profit and loss
account as described in nate 21 under principal accounting policies and were as
follows:

17. BHEH

(a) @it
RTIEFEFT-R-AARLARANES  TEES
MEBHRAMLES ([BRE]) HMRTENREE
HEFRIFE - BZEEEE+TA-BE FEFTARRE
ERFBATEAE  TUSRAERSE - REE
HE REREENELESERRANE S 2 RHE (L
RASERE-Tm) e

EERBIBERATNTHESRAENTE ( [XRILE
Birll ) HENUABRREENBEREMAER -2
SARAGHERBEHAFEAN —JEANZHEA &
EBARZGHRE -

Eit  FERBIRARATIEREMBREH (84
BR8] ) DAREMERFERENERMR - T8
HEBR LAY ARMZE B -

HRASREIBRCIANEHESSPEAMEENNR
ATH B B/RE - Singapore HAECO Pte. Limited
EANSHESTHNENPROBEEE-

WEEESHBEFERE - BABRRAVAZRER
BHBINT

Group $=E¥
2007 2006
(in HK§ Mittion) (BN T HET)
Loca! Scheme (2) 50 A {E &R KBRS
Expatriate Scheme (7 - BMERRMENH
MPF, statutory and other defined contribution
schemes 26 44 BHRE - FERHOREEAMREE
17 94

HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED
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17. Retirement benefits (cont'd)

17. B EH (&)

{b) Defined benefits retirement schemes {b) RERMIBRH
The amount recognised in the profit and loss account was made up as follows: REZRTEZNBENT
Group M
Local Scheme Expatriate Scheme Total
TipE R E EAERNE oy
2007 2006 2007 2006 2007 2006
(in HK$ Miliion) (B EHT)
Current service cost 97 84 5 5 102 89  EHUEBRHEE
Interest cost 77 94 4 6 81 100 FIREA
Expected return on plan assets (171)  (128) {13) (1 (184) (139) HEAERHER
Net actuarial gains (5) - (3) - (8) - BEWSAE
Total {2) 50 (7 - (9) 50 28
Actual gain on plan assets 437 384 35 3 472 415 HEAENEREE
The amount recognised in the balance sheet was determined as follows: REEARRPRZNBINOT !
Group and Company SME 2 7
Local Scheme Expatriate Scheme Total
iR AR EMEANE a
2007 2006 2007 2006 2007 2006
(in HKS Million) (WA BT)
Ai 31st December; TZA=+-A&H:
Fair value of plan assets 2,808 2,477 231 199 3,039 2,676 HEEENOTE
Present value of obligations {2,203} {2,035) (131)  (120) (2,334) (2,155 HENEE
Net assets 605 442 100 79 705 521 BEFE
Unrecognised actuarial gains {480) (321) {57) {(43) {537} (364) AEBBEHEWS
Assets recagnised in the
bafance sheet 125 121 43 36 168 157 RAERBERPEANGE
Movement in the assets recognised in the balance sheet; RAEARARDEANTERD
Group and Company M E 2 7)
Local Scheme Expatriate Scheme Total
FiEOH HIMEA K 5k
2007 2006 2007 2006 2007 2006
fin HKS Miflion) GEmBER)
Assets at 1st January 121 141 36 36 157 177 —R-BEHAE
Increasef{decrease) due to: 18 miGE ) EE
Total expense — as shown above 2 {50 7 - 9 (50) £pEX - mER
Contributions paid 2 30 - - 2 30 2R
Assets at 31st December 125 121 43 36 168 157 +=RA={+—-EBERXHAE
Principal actuarial assumptions for the year: AFETERAMR
2007 2006
Discount rate 3.50% 3.85%  BERE
Expected rate of return on plan assets 7.00% 6.00% HHHEHEEQES
Expected rate of future salary increases 4.00% 400% HEARRHE

@ HOMNG KORG AIRCRAFT ENGINEERING COMPANY LIMITED
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17. Retirement benefits (cont'd)
The movement in the fair value of plan assets of the year is as follaws:

17. BEH (A)
AEFHEAEATESRAT :

Group and Company BEE LT

Local Scheme Expatriate Scheme Total
bR B EaMELHE o tys
2007 2006 2007 2006 2007 2006

{in HK$ Miliion) (B¥EHT)
At Tst January 2,477 2137 199 178 2,676 2,315 —-R—-EgEH
Employer contributions 2 30 - - 2 30 BEHM
Employee contributions - - 3 3 3 3 ERHER
Expected return on plan assets 17m 128 13 11 184 139 HEAERBDE
Benefits paid (108) (74) (6) (13) (114) (87) EftiEx
Actuarial gains 266 256 22 20 288 276 by etig
At 31st December 2,808 2477 231 199 3,039 1676 BT-B=t+—-R&ER

The major categaries of plan assets as a percentage of total plan assets are as

BERHAERRGEHHAENT SR

follows: Group and Company #:EE 24 8] AT

Local Scheme Expatriate Scheme

a0 BAEAONE

2007 2006 2007 2006

Equities 73% 12% 2% 72%  BERs
Bonds 27% 28% 21% 7% @
Cash and others - - 1% 1% BERHM
Total 100% _ 100%  100%  100% 4

Allowing for current market condition, a range of potential returns may be
expected for the Schemes’ invested assets. Based on the Schemes' benchmark
asset allocation of 70% in equities and 30% in bonds and cash, and allowing
for administration fees and other expense charged to the Schemes, the Company
has decided to adopt a long term return of 7.0% per annum.

Expected employer contributions for the year ending 31st December 2008 are
HK$?2 millien for Locat Scheme and nil for Expatriate Scheme.

Other disclosure are as follows:

ERABMTEER AREGHHCHFRANTE TSN
ATEREREH - ERAHENAESRBERE S L
tTHRBZESRE B2 THROASRRAEE-W
ERIHUVAXHTERARRBAX - LTAREENS
FEFZtHRMEERE -

BHEE-_STRNEt-AZ+-HLFE BRIHZR
BERADREARHDMENARSHARE - FER
B

RbSBBHENNT

Group and Company S B % 2 %)

Total &5t
2007 2006 2005 2004 2003

{in HK$ Million) (B EHT)
Fair value of plan assets 3,039 2,676 2,315 2,139 1,906 SHAELTEE
Present value of obligations (2,334}  (2,155) (2,052 (1,929) {1,678) HEWRE
Surplus 705 521 263 210 228 Eb

. . s Noie B &L N .
Experience (fosses)igains on scheme liabilities {11) 87 A MBE(SRYNE
Experience gains on scheme assets 288 276 76 148 354 EFEMERTRHE

Note: This information is not reported as it is not readily available and is not required by

the Accounting Standards.
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18. Deferred taxation 18. BERMN
The movements on deferred taxaticn are as follows: BEHENRBUT
Group #M
" Provisions
{in HK$ Miflicn) (BN EHET)
Deferred tax assets BEHFTE
At 31st December 2005 7 “ERIFTZAZT-8&H
Credited to profit and loss account 5 REABERDEE
At 315t December 2006 12 —BEAFtZH=+—-8&H
Charged to profit and lass account {4) RIEREPTHE
At 31st December 2007 8 ZPSLE+-AZT-HER
Group 560
Accelerated Retirement
tax benefit
depretiation assets Others Total
MERARE Rirsqs Hit ar
{in HKE Million) (B¥EHT)
Deferred tax fiabilities BEHEBRE
At 31st December 2005 163 31 3 197 —RBIF+-AZ+-A4H
Charged/(credited) to
profit and loss account 37 - (8) 29 RHABES X HGRR)
At 31st December 2006 200 31 (5) 226 ZRVEARF+-HA=+-HEH
Charged/(credited) to
profit and loss account 17 (21) (9) (13)  RBREDZ /()
Charged to equity - - 13 13 RERPXH
At 31st December 2007 217 10 (1) 226 —¥PLEE+_A=+-—-B08NK
Company &7
Accelerated Retirement
tax benefit
depreciation assets Others Totat
MEERAE ABHhEaE Hit 398
{in HKS Million) (BMEHT)
Deferred tax liabilities FEHEAF
At 31st December 2005 163 31 3 197 ZBRAE+-A=Z+-84&H
Chargedf{credited) to
profit and loss account 37 - (8) 29 RESREDIHER)
At 31st December 2006 200 31 {S) 226 ZB®AE+tZA=+-BEH
Charged/(credited) to
profit and loss account 17 (21 {9} (13) REABREPZH(EE)
At 31st December 2007 217 10 (14) 213 —S¥tE+-RA=1-HER

Deferred tax is calculated in full on temporary differences under the liability
method. The tax rate used in respect of Hong Kong deferred tax is 17.5% (2006:
17.5%). Overseas deferred tax is calculated using tax rates prevailing in the

respective jurisdictions.
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19.Derivative financial instruments

19. T£2MIR

Group 28
Assets HE
2007 2006
{in HK$ Miliion) (BN FET)
Forward foreign exchange contracts EHMESH
~ cash flow hedges 157 4 -RERBHEH
- not qualified as cash flow hedges 4 - -FEHEEARSRANPIA
Total 161 4 @it
Less: non-current portion: HERBES
Forward foreign exchange contracts BHMESH
— cash flow hedges 102 - - RERAH
Current portion 59 4 FEE D

The full fair value of a hedging derivative is classified as a non-current asset or
liabiity if the remaining maturity of the hedged item is more than 12 months
and, as a current asset or liability, if the maturity of the hedged item is not more
than 12 months.

Forward foreign exchange contracts
The notional principal amounts of the outstanding forward foreign exchange
contracts at 31st December 2007 were HK$ 1,606 million (2006: HK$1,016
million).

The hedged highly probable forecast transactions denominated in foreign
currency are expected to occur at varigus dates during the next 36 months.
Gains and losses recognised in the cash flow hedge reserve in equity (Note
25) on forward foreign exchange contracts as of 31st December 2007 are
recognised in the profit and loss account in the period or periods during
which the hedged forecast transaction affects the profit and loss account.
This is generally within 3 years from the balance sheet date uniess the gain
or loss is included in the initial amount recognised for the purchase of fixed
assets, in which case recognition is over the lifetime of the assets.

The maximum expasure to credit risk at the reporting date is the fair value of
the derivative assets in the balance sheet.

20. Stocks and work in progress
Stocks and wark in progress are stated at the lower of cost, calculated on a
weighted average basis, and net realisable value.

DHEHHEENRSNREAT AR  HRHTEIAH
RROVESHIBARTDEERAM  MEYER
PHRTERTZEA  BHFEIANZRATERE
SRAKDEELEHE -

BHMESH
RE-BBCLE+TZAZ+—B MARITERNEEH
NEBFSBLER T NES FHER (CE2XFA
BEWMTE-T~EEL -

BAMEHHE RS MR T RRENERZE R
ARETAEEOETENEIET - RZBBEE+
ZAZ+-B  REMAESHREZTRERAY
HRERENEMNESRE (FE20) REFE)HMENR
HEPRA - ER(E)HE - HEPHREZ S HES
BEARE E-RABESH-FH  BIBRARE
RAEERERIBEETRENNTBEA  BILHER
T REEENESRE -

RESENBEEEARAILRERRERARNDE
P o

20 ERERAXRIRE
FREARIBEUNETHERFENATRTERF
ERETHBREENE -

Group 8 Company 2=
2007 2006 2007 2006
fin HKS Milfion} (BYEHET)
Carrying amounts at
net realisabie value: Stocks 61 37 42 28 DR SEtENETE - 78

The remaining balances are carried at cost.
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21.Trade and other receivables

The credit terms given to customers vary and are generally based on their
individual financiat strength. Credit evaluations of trade receivables are
pertormed periodically to minimise credit risk associated with raceivables.

1. RERRRABERE
BRPEFNEEEATEAR  ~BIYRERENNY K
BEATE - ENEMAHIRUARRETERNE  ME
EXTREEARENEERR -

Group =M Company & &)
2007 2006 2007 2006
(in HK$ Mitlion) (EMEHETL)
Trade receivables — EREREE —
in HK doliars 82 54 82 54 B
in US dollars 219 137 115 65 27
in gther currencies 2 3 - - Higw
303 194 197 119
Less: Provision for impairment of
receivables {22) (4) (19) (1 § BREFEHEEE
281 18¢ 178 118
Ameunts due from subsiciary
companies - - 69 44 EEHEAEEE
Amaunts due from jointly controlled
companies 11 1% 9 14 HEEHELSRE
Amounts due from related parties 163 174 139 156 BUEEEALHE
Other receivables and prepayments 230 117 203 107 HteBRREERANIE
685 500 598 439

The fair values of trade recelvables and other receivables are not materially
different from their book values. The amounts due from subsidiary comparies,
jointly controlled companies and refated parties are unsecured, interest free and
on nermal trade credit terms,

Trade receivables that are less than three months past due are generally not
considered impaired. At 31st December 2007, trade receivables of the Group
of HK$124 million (2006: HK$68 million) and of the Company of HK$89
million {2006: HK$56 million) wera past due but not impatred. These relate
to a number of independent customers for whom there is no recent history of
default. The ageing analysis of these trade receivables is as follows:

EERUMERABBYUREN AT ERARAELRE
ADB - MBAR - HEARAREREA TR HBERTA
EHF RERREZHEEHNHSR -

SHLHR-EANHERURETREREE R-2E
tE+ZA=+-R ENANEFRENESRERE
ABN-E-THFER (CEEAFRERATNEH
i)y RERBEFRENESERRRMAREATAE
HT (CERAFARYLT EER) - REHABUR
BHRSAAMERBREENBIES - LERAEWR
RENRETHAT

Group %™ Company &
2007 2006 2007 2006
{in HK$ Mittion) (EMEET)
Up to 3 months 108 53 80 49  TEAZ=MEA
3 to 6 months 15 2 9 4  =ZZX{ER
Over 6 manths 1 3 - BBE~ER
124 68 89 56

r@" HONG KONG AIRCRAFT ENGINEERING COMPANY UMITED
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21.Trade and other receivables (cont'd)

At 31st December 2007, trade receivables of the Group of HK$35 million (2006:
KK$30 million) and of the Company of HK$19 million (2006: HKS12 million)
were considered impaired and provided for. The impaired trade receivables
relate to overseas customers which are in unexpectedly difficult financial
situations and it was assessed that a portion of the receivables would be
recoverahle. The ageing of these receivable is as follows;

. RBBRRMBBERTA(N)

RIBELF+-AZ+-B  EEERFEHESEHE
BHEZBURRARN ZTEERR (2T E5HN
ZFER MARARELSHEERNEABARER LS
B-THAEER (TS EREE-—T-EER) - A
NEIBERRESRBIES BEEFHRAMBZMN
HERE  AHPIBERRETERD - KEREREN

Group 8 Company 2 RENT -
2007 2006 2007 2006
{in HK$ Mittion) (B HET)
Up to 3 months 25 1 13 - FTHEB=@EA
3 to 6 months 10 28 6 11 Z=ZEX{EA
Over 6 manths - 1 - 1 BBAEA
35 30 19 12

Movements on the Group’s provision for impairment of trade receivables are as

SEEHARERBFIFHEEGNSEBNT

follows: Group M8 Company 25

2007 2006 2007 2006
{in HKS Mitlion) (B B A T)
At 1st January 4 19 1 17 -—-A-B&£H
Provision for impairment of receivables 19 2 19 1 BUREAERE
Unused amounts reversed {1) (7 {1} (17) #HEEERED
At 315t December 22 4 19 | +tZA=+-828&%

The creation and release of provision for impaired receivables have been
included in cost of direct material and job expenses in the profit and loss
account. Amounts charged to the allowance account are generally written off
when there is no expectation of recovering additional cash.

The ather classes within trade and other receivables do not contain impaired
assets.

The maximum exposure to credit risk at the reparting date is the fair value
of each class of receivable mentioned above. The Group does not hold any
collateral as security.
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22.Trade and other payables

22. R BB K 0B £ BRI

Group =5 Company £ 8]
2007 2006 2007 2006
(in RKS Million) (B aET)
Trade payables 112 183 23 43 HBEESATE
Amounts due to subsidiary
companies - - 6 1 RAMBARHRE
Amounts due to jointly
contrelled companies 1 3 1 3 EFREAARE
Amount due tc related parties 25 23 24 22 ENEWmEALIA
Other payables and accruals 1,103 750 570 530 HtEAFRERESTRER
1,241 959 624 599
Less: non-current portion; FoFERENERMD ¢
Other payables 224 - - - HEREE
1,017 952. 624 599

The fair values of trade payables and other payables are not materially different
from their book values. The amounts due to subsidiary companies, jointly
controllad companies and related parties are unsacured, interest free and on
normal trade credit terms.

TAECO deciared dividends of HK$788 millien in December 2007. The dividend
payable to minority interests as at 31st December 2007 was HK$325 million
(2006: HK$68 miltion), comprising HK$101 million (2006: HK$68 million)
payable within one year and HK$224 million (2006: nil) payable after one year,
grouped as other payables under current liabilities and non-current liabilities
respectively.

23.Short-term loans

Short-term bank loans denominated in HK dollars amount to HK$ 109 million
{2006: HK$64 million). They are unsecured, bear interest at effective interest
rates ranging from 3.93% to 6.67% (2006: 4.20% to 4.52%) per annum and
are repayable within six months from the balance sheet date. The carrying
amounts approximate their fair values.

The exposure of the Group's barrowings to interest rate changes and the
contractual repricing dates at the balance sheet dates are as follows:

EEENRER AN ENATERAREELEE
KR BEAMEAR  ARARREREATHMES
AEER REREISHAEREME -

BRASREIBARAR-_SELF+T_AERKEEY
tENFNBER - ZBSLFT-A=+-BEE K
RLBRRREAEW-E-_TIRER (CEF-FHE
WATNEHEL) EPEE-FRAEAER-RZ-ER
FATEEAFABATNGEL R-SHREMHEYZ
E-TOGAR (CREREART) E2RBARBER
RERBAHENAMEARRZT -

2. 5NRE

WEnASUNERETERABEN -ESNEER (=
EEAFRAERATHERR - BEEZLEER  BE
FZZRNZFEF2ZAEAL (ZEEREAEH 2O
S-EES2MABTI) NEMFHEHE  AREEA
EABRAEE - HEEERLFERE -

REER  SEERAHRIERCRABURSHER
NHEHNT

Group EE
2007 2006
{in HK$ Million) (BEHERL)
6 months or less : 109 64  SEEZHLT
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24. Share capital 24. %
Company &7
2007 7006
Number of Number of
shares in HK§Million shares in HK$Million

R38R BMTET BEBE BUEHR
Authorised: EERE
Ordinary shares of HK$1.00 each SREEBE1.00TEER
At 31st December 210,000,000 210 210,000,000 210 +zZA=+-HEE
Issued and fully paid: ERTRARRSE
Ordinary shares of HK$1.60 each SREEREL.00TEER
At 31st December 166,324,850 166 166,324,850 166 TZR=+-R&H
During the year under review, no purchase, sale or redemption of the shares of HERNEEN - ARRANEARNESHEEERERE

the Company has been effected by the Company or its subsidiary companies on

the Hong Kang Stock Exchange.

FARE - EHRREQTTARE -

25. Reserves 25. B
Capital redemption  Exchange translation Cash flow
Revenue reserve reserve reserve hedge reserve Totat
g 3510 B ME LR E AR BERBHFPLEE i1y
2007 2006 2007 2006 2007 2006 2007 2006 2007 2006

{in HKS Million) ' ' (BT E)
Group £
At 1st January 3471 3331 19 19 7 (4 2 - 3,499 3346 —A—HEH
Profit attributabl to the Company's

shareholders 1,073 847 - - - - - - 1,073 847 AFREBEEN
Previous year's final dividend paid (266}  {183) - - - - - - {266} (183} EPRLEERERS
Current year's interim dividend paid (146} (108) - - - - - - {146} (108) EBEEETHEER
Current year's special dividend paid - (415) - - - - - - - {(416) EAFERIEE
Cash flow hedges RERBH T

— recognised during the year - - - - - - 93 2 93 2 - EREHER

— deferred tax recognised - - - - - - 7) - (7) - - ERAEEHE

- transferred to the profit and

loss account - - - - - - (7} - (7) - - EREHERE

Exchange differences - - - - 4 11 - - a 11 EREH
At 31st December 4132 347N 19 19 11 7 81 2 4,243 3499 +-p=+-BE&E
Company sa
At 15t lanuary 2,316 2316 19 19 - - - - 2,335 233" _A-ggHE
Profit attributable to the Company's

shareholders 1,387 707 - - - - - - 1,387 707 LERREEERH
Previous year's final dividend paid ~ {266) (183} - - - ~ - - (266) (183) PN ELEEAHKR
Current year's interim dividend paid {146} (108} - - - - - - (146) (108) pxFEEHERKRE
Current year's special dividend paid - (416) - - - - - - - 416) BAFFEEIRE
At 31st December 3,291 2,316 19 19 - - - - 3310 2335 +=-H=+-pgHE

kEEOETFERENRARE (M) BR=EX
TAEER (CRERFARMZEAT EER)

The revenue reserve includes HK$366 million (2006: HK$266 million) repre-
senting the recommended final dividend for the year (note 11).
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26. Minority interests

6. PHBRERS

Group M

2007 2006
{in HKS Million) (BaET)
At 1st January 682 586 —A—a#
Change in Group 47 {26) - k)
Minarity interests’ share of profits 242 181 DB RS SRR
Dividends paid and payable to minarity interests {546) {68) ERREFFIBEREENRES
Exchange translation reserve (1) 7 ELGE
Cash flow hedge reserve 61 2 BeRBHHHE
At 315t December 485 682 +=A=t+-R&H
27. Receipt in advance 27. Mk

Advanced payment was received from Cathay Pacific Airways Limited in 2005 for
storage services charges up to June 2018, At 31st December 2007, the current
portian included in other payables under current liabilities is HK$11 million {2006
HK$11 million) while the non-current portion is HK$101 million (2006; HK$112
million).
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28. Notes to the consolidated cash flow statement

2. BENeRRRME

(a) Reconciliation of operating profit to cash generated from operations (a) BN HEEETNRENE
Group £
2007 2006
{in HK$ Miition) (B EHT)
Operating profit 979 749 BB
Depreciation and amortisation 258 229 FERBH
Other gains — net (18) - HiEER - 348
Loss on disposal of property, plant and equipment 1 1 LEMEX - BEREHER
Operating profit befare working capital changes 1,220 979 FIABEESRONEELH
{Increase)/decrease in retirement benefit assets (1 20 BRRMEEE MRS
Increase in stocks and work in progress (33) (94) FERAZTIELM
(Increase)/decrease in trade and other receivables (144) 20 EARHMERRE (B EL
Increase in trade and other payables 49 174 EARHGEARERM
Decrease in receipt in advance (11) (10) BARIERD
Cash generated from operations 1,070 1,089 BEEFENRS
(b} Analysis of deposits and bank balances at 31st December b))+ RZ+-BEENERRETEEIN
Group &
2007 2006
{in HKS Million) (B¥EHET)
Cash and cash equivalents 859 623 BERRSSEY
Deposits maturing after three months 17 275 B=EANSNER
876 898

The effective interest rates on these deposits of the Group ranged from 0.88%
to 5.19% per annum {2006: from 1.00% to 5.52% per annum) and of the
Company ranged from 0.88% to 5.19% per annum {2006: from 3.50% to
5.22% per annum). These deposits have an average maturity of 30 days
{2006: 107 days) for the Group and 24 days (2006: 28 days) for the Company.

Included in deposits and hank balances are entrusted loans denominated in

Renminbi amounting to HK$17 million (2006: HK$308 millian).

{c) The net assets acquired and the net cash inflow in respect of the acquisition
of the remaining 50% interest in HAECO ATE Component Service Limited is

analysed as follows:

RELSFRNERIEhEF I 2B \N\EES
ZEE-N (CRERFRAEFEIZ2-EES2E
BHZ) 7% QEANBERRNZAAEFES2TEN
NERZ2EH-H (CSE EREEFESZIY
IZE2ZENCD) TF - #EAREFANTIHR
BA=t+8E (CEFAFH-HTLA) ARAR-T
mE (ZREAFASTNAR) - FRRETEFESE
HARBABNMETERN  REAN —TLEER
(C2BAFARE-RINERT) -

(c) EEIEEHAECO ATE Component Service Limited
BTRIHNESNBAAERERBERATEIN
W

Asat  R-PBtE
28th February 2007 ZA=+1H
fin HK$ Millfon} (B ERT)
Net assets acquired: BAEERHE
Non-current assets 13 *mEBEE
Current assets 12 RBEE
25
Less: current liabilities (7) BoOREBAME
) 18
Satisfied by: ERFER:
Cash (1) Be
Analysis of net cash and cash equivalents on acquisition; WRESELEMNRERBESSANBHEIN
Cash consideration (1) REAE
Depesits and bank balances in subsidiary acquired 7 BAMBLENFRRETEST
Net cash inflow on acquisition 6 RESEENRERARHE
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29. Capital commitments

29. W& % ik

Group 8 Company &8
2006 2007 2006
{in HKS Mitlion) (EMEET)
Contracted but not provided for in
the accounts 297 129 193 ETRERERANEER
Authorised by Directors but not
contracted for 1,436 1,187 618 567 REBRAEERTH
1,832 1,484 747 760
The Group's share of capital
commitments of jointly controlled
companies net included above: LT EEEMES A EATANEERENT
Contracted but not provided far
in the accounts 32 ETHERERBREER
Autherised by Directars but not
contracted for BEERAEERTH

Capital commitments mainly relate to the construction of the third hangar at
the Hong Koag International Airport by the Company, and the sixth hangar
at Xiamen, Mainland China by TAECO and a landing gear overhaul facility in

Xiamen by Taikoo (Xiamen) Landing Gear Services Limited.

ErAEIEREMARREREANBEEEE-AS
B ERAE R IEARRTEAGEMNREENER
B uREMASEERSERBERAARMMAME—
BEBERABRIE °

30. Lease commitments 30. HRA*
At 31st December 2007, future aggregate minimum lease payments under non- ~ ~“FBLFH=FEZ+-BEE  RTTRREREREA
cancellable operating leases were as follows: MARSERERLBRNT
Group 5568 Company 2 &
2007 2006 2007 2006
(in HK$ Miltion) (EME &)
Land and buildings: LHRERF:
Leases expiring: HiaE
Not later than one year 76 73 75 73 —FR&
Later than one year but not fater
than five years 319 289 318 289 —FHRETFRN
Later than five years 2,016 2,013 2,016 2,013 &
2,411 2,375 2,409 2,375
Rotable spares: A
Leases expiring: R eI
Not later than one year 13 - 13 - —FRA
2,424 2,375 2,422 2,375
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31. Related party and continuing connected transactions
The Group has a number of transactions with its related parties and connected
persans. Details of the compensation of key management are set out in notes 5
and 6. All trading transactions are conducted in the normal course of business
at prices and on terms similar to those charged tofty and contracied with other
third party customers/suppliers of the Group. The aggregated transactions and
balances which are material to the Group and which have not been disclosed
elsewhere in the annual report are summarised below;

Jointly controlled

N.FRBATERARETS
EEFETHAREATZARRERS - FHEQTEESR
ABREHBMESTE  RIHORAE6SM - IER S
HEEBEBEFTES  AEGREHREREHES
FEFEEEREZIENETANRE AR - £8
NEARFHELFREATGHEN S RERESE
BT

companies Other parties Total
Note HEpiE Hitt At mE
i 2007 2006 2007 2006 2007 2006
(in HKS Million) (E¥HHET)
Revenue from provision of services: RERIBHAEHNEN
Cathay Pacific Airways Limited Group & - - 1.831 1,245 1,831 1,245 BFHM=ERLTRE
Other revenue b 134 111 - 382 134 493 Hitg A
134 m 1,831 1627 1,965 1,738
Purchases: BREE
Costs payable to John Swire & Sons BEREHEAFERLER
(H.K.) Limited under services agreement ERARELEANER
— Service fees payable during the
year 3 33 28 33 28 ~ FREXABER
~ Expenses reimbursed at cost a 19 15 19 15 - BRERAXAS
Subtotal a 52 43 52 43 it
- Share of administrative services 2 2 2 2 - DEITRRS
Total 54 45 54 45 -y
Property insurance placed through
SPACIOM, a captive insurance B-RHAGTRBBRLTE
company whelly cwned by Swire BAENERERRBAT
Pacific Limited 4 3 4 3 SPACIOMZ R AV B (R B
Spares purchases from Cathay Pacific
Airways Limited 18 17 18 17 BEEREZERLTABESS
Other purchases ¢ 8 8 16 8 24 16 EftigHER
8 8 92 73 100 81
Notes: e

a. These transactions fall under the definition of “continuing connected transactions” in
Chapter 14A of the Listing Rules as detailed in note e. The other transzctions are nat
connected transactions or continuing connacted transactions which give rise to any
disclosure or other obligations under Chapter 144 of the Listing Rules,

b. Other revenue from jointly controlled companies mainly came from the provision to
HAESL of engine componant repairs and facilities rental on an commercial arm’s length
basis and of certain administrative services charged at cost.

¢. Purchases from jointly controlled companies comprised mainly aircraft component
overhaul charges by HAESL.

d. Amounts due from and due to jointly controlled companies and other related parties at
31st December 2007 are disclosed in note 21 and 22 1o the accounts.
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e. Continuing connectad transactions during 2007:
The Group had the following continuing connected transactions, details of which are
set out below:

(i} Cathay Pacific Airways Limited (" CX")

The Company entered into a framewark agreement ("Framework Agreement”)
with CX on 21st May 2007 for the provision of services by the Company and its
subsidiaries ("HAECO Group”) to the aircraft fleets of CX and its subsidiaries {"CX
Group”}. The services comprise line maintenance, base maintenance, comprehensive
stores and logistics support, component and avionics cverhaul, material supply,
engineering services and ancillary services at Hong Kong International Airport,
Xizmen or other airports. Payment is made in cash by CX Group to HAECO Group
within 30 days upon receipt of the invoice. The term of the Framework Agreement is
for 10 years ending on 31st December 2016.

(X is a substantial shareholder and therefore a connected person of the Company
under the Listing Rules. The transactions under the Framework Agreement are
continuing connected transactions in respect of which an announcement dated
21st May 2007 was published and 2 circular dated Sth June 2007 was sent to
shareholders.

for the year ended 31st Dacember 2007, the fees payable by CX Group to HAECO
Group under the Framework Agreement totalled HK$1,831 million.

{ii} John Swire & Sons (H.K.) Limited ("JSSHK"}

Pursuant to an agreement dated 1st December 2004 (*JSSHK Services Agreement”)
with JSSHK, JSSHK provides services to the Company and its subsidiaries. The services
comprise full or part time services of members of the staff of the Swire group, other
administrative and similar services and such other services as may be agreed from
time to time, They also include advice and expertise of the directors and senior
officers of the John Swire & Sons Limited {"Swire“} group including (but not limited
to) assistance in negotiating with regulatery and other governmental or official
bodies.

In return for these services, JSSHK receives annual service fees calculated as 2.5%
of the Company's consolidated profit before taxation and minority interests after
certain adjustments. The fees far each year are payable in cash in arrears in two
instalments, an interim payment by the end of October and a final payment by the
end oi April of the following year, adjusied to take account of the interim payment,
The Company also reimburses the Swire group for all the expenses incurred in the
provision of the services at cost.

The current term of the JSSHX Services Agreement is from 1st January 2008 to 315t
December 2010 and is renewable for successive periods of three years thereafter
unless either party to it gives to the other notice of termination of not less than
threa months expiring on any 31st December.

Swire is the ultimate holding company of Swire Pacific Limited which owns
approximately 32.8% of the issued capital of the Company and JSSHK, a wholly
owned subsidiary of Swire, is therefore a connected person of the Company
under the Listing Rules. The transactions under the JSSHK Services Agreement are
continuing connected transactions in respect of which announcements dated 1st
December 2004, 7th March 2006 and 1st October 2007 were published.

For the year ended 31st December 2007, the fees payable by the Company to JSSHK
under the JSSHK Services Agreement totalled HK$33 million and expenses of HK$19
million were reimbursed at cost.
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6. ZFFLFNFAMBRS
EEGLTHRARETS  BHOTHE

(i) ERMEERLT ([HRME])

RARSBRLERAST - DARFEMDI LERBIE
(THREBH] ) sLARARBLA( [REIRRE))
BESNRRARELE (ARMN2RM]) ) HEEEH
B - EHEHGEASLEMES  AARAGRGE
Ras@is Sl SERARNEXE - BERR
BAHE - BEER - IREHRRERYE -BRNEEM
RUHBRE=TRAR HASEMFERTIELEM &
EpANERATE B A<F+-A=+—-HL-

HERMZACANIERR FRARITRAUDDIN
BMEAL - BRERBAFBETOES NSREAELS
RACHE-RFLFLIR-+-OMNBHLE  UCH
SRR FAAEENANARSEERA -

BE-2RLE+2A=+-BLFE BERERNE
BERABHAZTHTEIRIRAENNARERBN A
B=F¥-H&x-

(i) BEASEMARALHE ([ERASEME])

BE-_BENE+E-QRFEALABHEIINGER
((BRATEEEEER] ) FRASEEEHBET
LAREMBLE - BEBBATHENINZHRRER
BE - RETHERSERE  URARIOTHIAEG
ENEY - BERBRERRHRAALRARRAS
(Tks)) SEEBRCEAAONERRERAE |
# (BFRE) BHRETHBRRAMBEABHKEL AR
BiTEY -

FAESBENEH ERASREUMEBER R
FERELANBBERPERRESAEEE THRE
BESENNT 2R - BENTAITHRIR
HExd  PHEGARTARRzA XM RPGHME
ZEATHARLE TSRS REFRAERZAX
- REFEAAGRAZARA S FREBAEBIMSE
- TBA -

EBALREEHERANNERE-S¥NE-A—A
E-R-BF+-AZ+-8 SLETHEE E=FA
- BREBREO-FAFE-ATIRZBABELR
EMFEHN T A=+ - R LERE -

EHALTEENAEROERAANREEZRLE - XS
REARLTABELANTIZ=+T-RBANERTHR
- MEEAALEERAALEAKBALR - RBLHA
Bl - ZL9EENRATNEEAL - EEBALBEEY
BRTEIMNIXINBHAMERS  ARERLBLH=
ENE+=-A—-R - ZRRAFZBLtER-SBLE
+A-ANRE .
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32. Principal subsidiary and jointly controlled companies

3. _2¥tE+-A=Z+-HEHE®

at 315t December 2007 FTEMELERRALE
Owned by
subsidiary
and jointly
Place of controlled
incorporation companies  Attributable
and operation Owned BR2 AR to the
SHMEIE Principal activities Issued share capital directly RERR Group
Eug= Tt ) TERY ERTRF HERE e £WisE
Subsidiary companies:
MELE :
HAECC ATE Compaonent Service Limited ~ Hong Kong Aircraft component repair Share capital of HK$2,000,000  100% - 100%
il services j&%:2,000,000 L Bt
FRABE 4 FET2 AR AE
Singapore HAECO Pte. Limited Singapore Line maintenanca Share capital of SGD1 100% - 100%
3 s S LG e
Tatkoo (Xiamen) Aircraft Engineering Xiamen Aircraft overhaul and Reqgistered capital of 56.6% - 56.6%
Company Limited* KIS maintenance S$41,500,000
HRASRBIRERAD" RBABRESRS 41,500,000% T MES
Taikco {Xiamen) Landing Gear Services  Xiamen Landing gear repair and Registered capital of 50% 10% 55.6%
Company Limited* HM overhaul 1iS$13,890,000
PRSNGSRS ARAT" EERBERAH 13,890,000 LM AR A
Jointly controlled companies:
HELE:
Goodrich Asia-Pacific Limited Hong Kong  Carbon brake machining and  Shara capita of HK$9,200,000  49% - 49%
A wheel hub cverhaul j##9,200,000 TR AR
BHEDHJEHRRRAE
Goodrich TAECO Aeronautical Systems ~ Xiamen Aircraft fuel control, flight Registered capital of - 35% 19.8%
{Xiaman} Company Limited* |5 contral and electrical 545,000,000
BRREALTRERAT" companent repairs 5,000,000 Tt fR A
TS AR
BB
Honeywell TAECO Aerospace (Xiamen) Xiamen Aircraft hydraulic, pneumatic,  Registered capital of 25% 10% 30.7%
Company Limited” BF avionic component and other  US$5,000,000
MMEEREASEHERAR" aviation equipment repairs 5,000,000% TiMES
REHE - 48 - 834K
HibA S E IS R
Hong Kong Aero Engine Services Limited ~ Hong Kong Commercial aero engine Share capital of HK$200 45% - 45%
RN RDBASREERAT it overhaul sarvices B0 HE
ARSI E AR
IN-Services Asia Limited Hong Keng Ajrcraft component trading Share capital of HK$7,800,000  35% - 35%
& and repair services T, 800,000 i 2
RBHTHB RIEBER
Singapore Aarc Engine Services Pte, Limited  Singapore Commercial aero engine Shere capital of - 20% 9%
AT RDEERREERLT g overhaul services US$54,000,000
ERRACIEXBER 54,000,000 LBt A
Taikoo (Shandong) Aircraft Engineering  Shandong Heavy maintenance services Registered capital of 30% 10% 357%
Company Limited WE for narrow-body aircraft RMB200,600,000
LRAHRBIRERAT" B RBAR GHE R 200,000,000 A RS EER B4

Principal subsidiary and jointly controlled companies are those which, in the

apinion of the Directars, materially affect the results or assets of the Group.

* Equity joint venture registered in Mainland China.
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PRINCIPAL ACCOUNTING POLICIES
FEERHBR

1. Basis of preparation

The accounts have been prepared in accordance with Hong Keng
Financial Reporting Standards {“HKFRS"} and under the historical cost
convention as modified by the revaluation of financial assets (including
derivative instruments) at fair value through profit or loss.

The preparation of accounts in conformity with HKFRS requires the use
of certain critical accounting estimates. It also requires management
to exercise its judgement in the process of applying the Group's
accounting policies. The areas involving a higher degree of judgement
or complexity, or areas where assumptions and estimates are
significant to the accounts, are disclosed in note 3 to the accounts.

In 2007, the Group adopted the following new or revised standards
and interpretations of HKFRS below, which are relevant to its
operations. Where applicable, the 2006 comparatives have been
amended as required.

HK{FRIC)-Int 7
HK{IFRIC)-Int 8
HK(IFRIC)-Int 9
HK(IFRIC}-Int 10
HKFRS 7

HKAS 1 (Amendment)

Applying the Restatement Approach under HKAS 29
Scope of HKFRS 2

Reassessment of Embedded Derivatives

Interim Financial Reporting and Impairment

Financial Instruments: Disclosures

Presentation of Financial Statements: Capital Disclosures

The Group has not early adopted the following new standards or
interpretations that have been issued but are not yet effective. The
adoption of such standards or interpretations would not result in
substantial changes to the Group’s accounting policies.

Effective for accounting
periods baginning on or after

1LIERER
REANREETEUBRS LA RMBBEENAE
RERE URAFENABRRNUEEE (B
FEETAETR) WEEEREBT -

HERBMEREEFEREE  FRIFLET
EEMEHET FTREERECRAASEANS
HEERBERTEHE - PREBFRABENEN
BB SRR RAETHREREALENSE
- RRB RSO -

HE-BERLF EERAHUTHIREETNE
IR EEEARRE  AFEARDERAE
BEEEH - WER  —TERAENREREC
REETEUER -

B (ERUBRERRERY) | BATHEERSRRNR0E
— BRRETR HEHE

&% (ENHERERFERR) | SEHBRSENE2ENER
— 2HEEE

ik (BBHRBsRREASs) EHFEHARITETR
— REER

B (ERUBREREEAT) AR EE A
— EREI0E

FHUEBRERAETH SRMIE  &E

FHOERE R () PHERNZE  HrER

FEEYERFIRK AT B B MHERE BT
Bl RAGSEAGRBTEHEENE
AHEREREAYE -

HKAS 23 (Revised)

Borrowing Costs

1st January 2009

HKFRS 8

Operating Segments

15t January 2009

HKFRS 2 — Group and Treasury 1st March 2007

HK(IFRIC)-Int 11 Share Transactions
HK{FRIC)-Int 12
HK(FRIC)-Int 13

HK{FRIC)-Int 14

Service Concession Arrangements 1st January 2008
1st July 2008

1st January 2008

Customer Loyalty Programmes
HKAS 19 — The Limit on a Defined

Benefit Asset, Minimum Funding

Requirements and their Interaction

2. Basis of consolidation
The consolidated accounts incorporate the accounts of the Company
and its subsidiary companies made up to 31st December.

Subsidiary companies are fully consolidated from the date on which
control is transferred to the Group. They are de-consolidated from the
date that control ceases.
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rEOHBE

The purchase method of accounting is used to account for the
acquisition of subsidiary companies by the Group. The cost of an
acquisition is measured as the fair value of the assets given, equity
instruments issued and liabilities incurred or assumed at the date
of exchange, plus costs directly attributable to the acquisition.
Identifiable assets acquired and liabilities and contingent liabilities
assumed in a business combination are measured initially at their
fair values at the acquisition date, irrespective of the extent of any
minority interest. The excess of the cost of acquisition over the fair
value of the Group's share of the identifiable net assets acquired
is recosded as goodwill. If the cost of acquisition is less than the
fair value of the ret assets of the subsidiary company acquired, the
difference is recognised directly in the profit and loss account.

Intercompany transactions, balances and unrealised gains on
transactions between Group companies are eliminated upon
consolidation. Unrealised losses are also eliminated unless the
transaction provides evidence of an impairment of the asset
transferred. Accounting policies of subsidiary and jointly controlled
companies have been changed where necessary to ensure consistency
with the policies adopted by the Group.

Minority interests in the balance sheet comprise the cutside
shareholders’ proportion of the net assets of subsidiary companies.
The Group appiies & policy of treating transactions with minority
interests as transactions with parties external to the Group. Disposals
to minority interests result in gains and losses for the Group that
are recorded in the profit and loss account. Purchases from minority
interests result in goodwill, being the difference between any
consideration paid and the relevant share acquired of the carrying
value of net assets of the subsidiary company.

3. Subsidiary companies

Subsidiary companies are those companies in which the Group,
directly or indirectly, has an interest of more than half the voting
powers or otherwise has the power to govern the financial and
operating palicies.

In the Company's balance sheet investments in subsidiary companies
are stated at cost less provision for any impairment fosses. The results
of subsidiary companies are accounted for by the Company on the
basis of dividends received and receivable.

4. Jointly controlled companies

A joint venture is a contractual arrangement whereby the Group and
other parties undertake an economic activity which is subject to joint
control and nane of the participating parties has unilateral control
over the economic activity of the entity.
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EERBIEARLTE

SELBEEHEAREEBANMBARFE -
BERFNEXSEAMEEENDFE 1R
THRERITETH - URFRERARENES
MEEZEEREZ M ENRFETHE - TH¥
SHBETELHTALBALE - AERAF
BF SRBREARAAFEFHYSHE
MAERFARENIHRFES - HBEASE
NREEEGTRIBEEEFEKOME 1L
BENE - MBEERAERFABAMBRAREE
FENDYE RERSHEERIBENRE -

SERT2AENRE - BHRXZHABRA
i HREHESEY REABRTFEYE - B
FREEEARBNEREEHNBRE - WEBRH
BERRANETHRCELERFEEREY - )
HERERMRANEE -2 -

FEERERTHOVBRRESEEEUIOR
RAEHBLIANEERHE - REBEELRD
BRRETHNXZRESEAHNIRZS - AL HR
RERHEMSEBUBRNRARESR BASR
HET - PO BRRELABEILRER U
e ERARREHNELDEERENRE
EzRHER -

3. MEBAaT
MEARDERBEEIRESAAYBRER
MEGRAEELRMEREXBENLT -

EARMBERRARA  WEABNRERNSE
IBREARESRERAR MEBLIXAETL
ERRE PRCHEBREREAR -

4. #HiELH
REBEN-HESNEH HEEREHBEE
T-EEREY MZARBIDARRFEH
RECMZHENBHEHRARNEEEDERT
BEREES -




Investments in jointly controlled companies are accounted for by
the equity method of accounting and are initially recognised at cost.
The excess of the cost of investment in jointly controlled companies
over the fair value of the Group's share of the identifiable net assets
acquired represents goodwill. The Group’s invesiments in jointly
controlled companies include goodwill {net of any accumulated
impairment losses) arising on acquisitions.

The cansolidated profit and loss account includes the Group's share of
results of jointly controlled companies. In the consolidated balance
sheet, the investment in jointly controlled companies represents
the Group's share of net assets. When the Group’s share of losses
in a jointty controtled company equals or exceeds its interest in the
jointly controlled company, including any other unsecured receivables,
the Group does not recognise further losses, unless it has incurred
obligations or made payments on behalf of the jointly controlled
company. Results reported by jointly controlled companies are
changed where necessary to ensure no material inconsistency with
differences from the accounting policies adopted by the Group.

in the Company's balance sheet, investments in jointly controlled
companies are stated at cost less provision for any impairment losses.
The results of jointly controlied companies are accounted for by the
Company on the basis of dividends received and receivable.

5. Foreign currency translation

Items included in accounts of each of the Group’s entities are
measured using the currency of the primary economic environment
in which the entity operates {“the funciional currency”). The
consolidated accounts are presented in Hong Kong dollars, which is
the Company's functional and presentation currency.

Foreign currency denominated monetary assets and liabilities and the
balance sheets are translated into Hong Kong dollars, the Group's
presentation currency, at the rates of exchange ruling at the balance
sheet date. Foreign currency transactions during the year are
translated at the market exchange rates ruling at the transaction
dates. Exchange differences are reflected in the profit and loss
account except for unrealised diiferences on net invesiments in
foreign subsidiary and jointly controlled companies which are taken
directly to reserves.

The balance sheets of foreign subsidiary and jointly controlled
companies denominated in foreign currencies are translated at the
rates of exchange ruling at the balance sheet date whilst the profit
and loss accounts are translated at the weighted average exchange
rates during the year. When foreign subsidiary or jointly controlled
companies are sold, such exchange differences are recognised in the
profit and loss account as part of the gain or loss on sale.
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EBAHEE

Goodwill and fair value adjustments arising on the acquisition of a
foreign entity are treated as assets and liabilities of the foreign entity
and translated at the closing rate.

6. Assets under operating leases

Leases where substantially all the rewards and risks of ownership
of assets remain with the leasing company are accounted for as
operating leases.

Payments made and due under operating lease agreements are
aggregated and charged to operating profit evenly over the periods of
the respective leases.

7. Property, plant and equipment

Property, plant and equipment are carried at ¢ost less accumulated
depreciation and accumulated impairment losses. Cost includes
expenditure that is directly attributable to the acquisition of the items.

Subsequent costs are included in the asset's carrying amount or
recognised as a separate asset, as appropriate, only when it is
probable that future economic benefits associated with the item will
flow to the Group and the cost of the item can be measured reliably.
All other repairs and maintenance are expensed in the profit and loss
account during the financial period in which they are incurred.

Rates of depreciation are calculated using the straight line method
to allocate the cost of property, plant and equipment to their residual
values over their estimated useful lives. Depreciation rates in use for

BASNBERFELNBERLATHEAR
ARSBELONEERRRRE PREMER
o
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property, plant and equipment are as follows: BERNEGERNAEENT

Buildings and building facilities 2.5% 10 10% e 2.5%Z10%
Equipment, plant, machinery and toals 9% t0 33% S mE  MERTE 9% Z33%
Motor vehicles 18% to 20% S 18% Z20%
Rotable spares 7% g AE S 7%
Plant and buildings under construction Nii HEhNEERET ®

The assets’ residual values and useful lives are reviewed, and adjusted
if appropriate, at each balance sheet date.

Where the carrying amount of an asset is greater than its estimated
recoverable amount, an impairment loss is recognised to reduce the
asset to its recoverable amount.

The gain or loss on disposal of property, plant anc¢ equipment
represents the difference between the net sales proceeds and the
carrying amount of the asset, and is recognised in the profit and loss
account.
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8. Intangible assets

(iY Goodwill
Goodwill arising on consolidation represents the excess of cost of
acquisition of subsidiary and jeintly controlled companies over the
Group’s share of the fair value ascribed to the separable net assets
at the date of acquisition. Goodwill on acquisitions of subsidiaries
is included in intangible assets. Goodwill on acquisitions of
jointly controlled companies is included in investments in jointly
controlled companies. Goodwill is tested annually for impairment
and carried at costs less accumulated impairment losses. Any
impairment arising on goodwill is recognised in the profit and loss
account immediately. Gains and losses on the disposal of an entity
include the carrying amount of goodwill relating to the entity sold.

Goodwill is allocated to a cash generating unit for the purpese of
impairment testing. The recoverable amount of a cash generating
unit is determined based on value-in-use calculations.

(i) Computer software
Costs associated with developing or maintaining computer
software programmes are recognised as an expense as incurred.
Costs that are directly associated with the acquisition of
identifiable and unique software products controlled by the Group,
and that will probably generate economic benefits exceeding costs
beyond one year, are recognised as intangible assets.

Computer software costs are amortised over their estimated useful
life of five years.

9. Impairment of assets

Assets that have an indefinite useful life are not subject to
amortisation, but are tested at least annually for impairment and are
reviewed for impairment whenever events or changes in circumstances
indicate that the carrying amount may not be recoverable. Assets that
are subject to amortisation are reviewed for impairment whenever
events or changes in circumstances indicate that the carrying amount
may not be recoverable. An impairment loss is recognised for the
amount by which the asset's carrying amount exceeds its recoverable
amount. The recoverable amount is the higher of an asset’s fair value
less costs to sell and value in use. For the purposes of assessing
impairment, assets are grouped at the lowest levels for which there
are separately identifiable cash flows.

10. Financial assets

The Group classifies its financial assets in the following categories: at
fair value through profit or loss, loans and receivables, and available-
for-sale. The classification depends on the purpase for which
the financial assets were acquired. Management determines the
classification of its financial assets at initial recognition.
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(i) Financial assets at fair value through profit or loss
Financial assets at fair value through profit or ioss are financial
assets heid for trading. A financial asset is classified in this
category if acquired principally for the purpose of selling in the
short-term. Derivatives are also categorised as held for trading
unless they are designated as hedges. Assets in this category are
classified as current assets.

(i) Loans and receivables

Loans and receivables are non-derivative financial assets with
fixed or determinable payments that are not quoted in an active
market. They are included in current assets, except for maturities
greater than 12 months after the balance sheet date. These
are classified as non-current assets. The Group's loans and
receivables comprise ‘trade and other receivables’ and cash and
cash equivalents in the balance sheet (Note 13 and 14).

(iii) Available-for-sale financial assets
Available-for-sale financial assets are non-derivatives that are
either designated in this category or not classified in any of the
other categories. They are included in non-current assets unless
management intends to dispose of the investment within 12
months of the balance sheet date.

Purchases and sales of financial assets are recognised on the trade-
date — the date on which the Group commits to purchase or seli
the asset. Investments are initially recognised at fair value plus
transaction costs for all financial assets not carried at fair value
through profit or loss. Financial assets carried at fair value through
profit or loss are initially recognised at fair value and transaction
costs are expensed in the profit and loss account. Financial assets
are derecognised when the rights to receive cash flows from the
investments have expired or have been transferred and the Group
has transferred substantially all risks and rewards of ownership.
Available-for-sale financial assets and financial assets at fair value
through profit or loss are subsequently carried at fair vaiue. Loans
and receivables are carried at amortised cost using the effective
interest method.

Gains or losses arising from changes in the fair value of the ‘financial
assets at fair value through profit or foss’ category are presented in
the profit and loss account within ‘other (losses)/gains — net” in the
period in which they arise.

The fair value of forward foreign exchange contracts is determined
using forward exchange market rates at the balance sheet date.

The Group assesses at each balance sheet date whether there is
objective evidence that a financial asset or a group of financial assets
is impaired. Impairment testing of trade receivables is described in
Note 13.
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11. Derivative financial instruments and hedging activities
Derivatives are initially recognised at fair value on the date derivative
contract is entered into and are subsequently remeasured at their fair
value. The method of recognising the resulting gain or loss depends
on whether the derivative is designated as a hedging instrument, and
if so, the nature of the item being hedged. The Group designates
certain derivatives as either: (1) hedges of the fair value of recognised
assets or liabilities or a firm commitment (fair value hedge); (2)
hedges of highly probable forecast transactions (cash flow hedge); or
{3) hedges of net investments in foreign operations.

The Group documents at the inception of the transaction the
relationship between hedging instruments and hedged items, as well
as its risk management objective and strateqy for undertaking various
hedge transacticns. The Group also documents its assessment,
both at hedge inception and on an ongoing basis, of whether the
derivatives that are used in hedging transactions are highly effective
in offsetting changes in fair values or cash flows of hedged items.

{i) Fair value hedge
Changes in the fair value of derivatives that are desigrated and
qualify as fair value hedges are recorded in the profit and loss
account, together with any changes in the fair value of the hedged
asset or liability that are attributable to the hedged risk.

(i} Cash flow hedge
The effective portion of changes in the fair value of derivatives that
are designated and gualify as cash flow hedges are recognised
in equity. The gain or loss relating to the ineffective portion is
recognised immediately in the profit and loss account.

Amounts accumulated in equity are recycled in the profit and loss
account in the periods when the hedged item will affect profit
and loss (for instance when the forecast sale that is hedged takes
place). However, when the forecast transaction that is hedged
results in the recognition of @ non-financial asset {for example,
inventory or property, plant and equipment) or a lianility, the gains
and losses previously deferred in equity are transferred from equity
and included in the initial measurement of the cost of the asset
or liability.

When a hedging instrument expires or is sold, or when a hedge
no longer meets the criteria for hedge accounting, any cumulative
gain or loss existing in equity at that time remains in equity and is
recognised when the forecast transaction is ultimately recognised
in the profit and loss account. When a forecast transaction is
no longer expected to occur, the cumulative gain or loss that
was reported in equity is immediately transferred to profit and
loss account.
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(iii) Net investment hedge
Hedges of net investments in foreign operations are accounted
for similarly to cash flow hedges. Any gain or loss on the hedging
instrument relating to the effective portion of the hedge is
recognised in equity; the gain or loss relating to the ineffective
portion is recognised immediately in the profit and loss account.

Gains and losses accumulated in equity are included in the profit
and loss account when the foreign operation is disposed of.

(iv) Derivatives that do not qualify for hedge accounting
Certain derivative instruments do not qualify for hedge accounting.
Changes in the fair value of any derivative instruments that do
not qualify for hedge accounting are recognised immediately in
the profit and loss account.

12. Stocks and work in progress

Stocks are stated at the lower of cost, calculated on a weighted
average basis, and net realisable value. Net realisable value is
determined on the basis of anticipated sales proceeds less estimated
selling expenses. Work in progress is evaluated on an individual
contract basis with reference to the percentage of completion based
on cost incurred to date.

13. Trade receivables

Trade receivables are recognised initially at fair value and
subsequently measured at amortised cost using the effective interest
method, less provision for impairment. A provision for impairment of
trade receivables is established when there is objective evidence that
the Group will not be able to collect all amounts due according to
the original terms of the receivables. Significant financial difficulties
of the debtors, probability that the debtor will enter bankruptcy or
financial reorganisation, and default or delinquency in payments (more
than 3 months overdue) are considered indicatars that the trade
receivable is impaired. The amount of the provision is the difference
between the assets’s carrying amount and the present value of
estimated future cash flows, discounted at the original effective
interest rate. The carrying amount of the asset is reduced through
the use of an allowance account, and the amount of the loss is
recognised in the profit and loss account. When a trade receivable is
uncollectible, it is written off against the allowance account for trade
receivables. Subsequent recoveries of amounts previously written off
are credited in the profit and loss account.

14. Cash and cash equivalents

Cash and cash equivalents comprise cash in hand, amounts repayable
on demand from banks and financial institutions and short-term
liquid investments which were within three months of maturity when
acquired, less bank overdrafts.
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15. Share capital

Ordinary shares are classified as equity. Incremental costs directly
attributable to the issue of new shares are shown in equity as a
deduction, net of tax, from the proceeds.

Where any Group company purchases the Company's equity share
capital, the consideration paid, including any directly attributable
incremental costs {net of income taxes) is deducted from equity
attributable to the Company's equity holders until the shares are
cancelled.

16. Trade payables
Trade payables are recognised initially at fair value and subsequently
measured at amortised cost using the effective interest method.

17. Borrowings

Borrowings are recognised initially at fair value, net of transaction
costs incurred. Transaction costs are incremental costs that are
directly attributable to the financial liability, including fees and
commissions paid to agents, advisers, brokers and dealers, levies by
regulatory agencies and securities exchanges, and transfer taxes and
duties. Borrowings are subsequently stated at amortised costs; any
difference between the proceeds (net of transaction costs) and the
redemption value is recognised in the profit and loss account over the
period of the borrowings using the effective interest method.

Borrowings are classified as current liabilities unless the Group has
an unconditional right to defer settlement of the liability for at least
twelve months after the balance sheet date.

18. Deferred taxation

Deferred taxation is provided in full, using the liability method, on
temporary differences arising between the tax bases of assets and
liabilities and their carrying amounts in the accounts. However, if
the deferred income tax arises from initial recognition of an asset or
liability in a transaction other than a business combination that at the
time of the transaction affects neither accounting nor taxable profit
or loss, it is not accounted for. Taxation rates enacted or substantively
enacted by the balance sheet date and are expected to apply when
the related deferred income tax asset is realised or the deferred
income tax liability is settled are used to determine deferred taxation.

Deferred tax assets are recognised to the extent that it is probable
that future taxable profit will be available against which the
temporary differences can be utilised.
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PRENCIPAL ACCOUNTING POLICIES
IEOHDH

Deferred taxation is provided on temporary differences arising on
investments in subsidiary and jointly controlled companies, except
where the timing of the reversal of the temporary difference can be
controlled and it is probable that the temporary difference will not
reverse in the foreseeable future.

19. Provisions

Provisions are recognised when the Group has a present legal or
constructive obligation as a result of past events; it is more likely
than not that an outflow of resources will be required to settle the
obligation; and the amount has been reliably estimated.

Where there are a number of similar obligations, the likelihood that
an outflow will be required in settlement is determined by considering
the class of obligations as a whole. A provision is recognised even if
the likelihood of an outflow with respect to any one item included in
the same class of obligations may be small.

20. Turnover and revenue recognition

Turnover represents the aggregated amounts inveiced to customers
and changes in work in progress. invoices are raised either on
completion or on stage completion depending on the terms of
individual contracts. For incomplete contract work, revenue
recognised represents cost of work incurred which is valued on the
same basis as work in progress. Total revenue recognised for the
completed contract is equal to the aggregated amounts invoiced
for the contract. Finance income is recognised on an accrual basis.
Dividend income is recognised when the right to receive payment is
established.

21. Staff benefits

(i} Retirement benefits
The Company offers either Mandatory Provident Fund ("MPF")
or one of two defined benefit retirement schemes to staff. The
latter schemes are held under trust arrangements and actuarially
valued as required on a regular basis using a prospective actuarial
valuation method. They are funded in accordance with the
actuarial recommendation.

The Company's contributions to the MPF are charged to the
profit and loss account as incurred. For the two defined benefit
schemes, retirement benefit costs, which are assessed using the
projected unit credit method, are charged to the profit and loss
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account. Under this method, plan assets are measured at fair
value; retirement benefit obligations are measured as the present
value of the estimated future cash flows by reference to market
yields on Exchange Fund Notes, which have terms to maturity
approximating the terms of the related liability. Actuarial gains
and losses to the extent of the amount in excess of 10% of the
greater of the present vatue of the plan obligations and the fair
value of plan assets are recognised in the consolidated profit and
loss account over the expected average remaining service lives of
the participating employees.

The above calculations are performed annually by an actuary or the
administration manager of the schemes.

TAECO pays contributions to the required statutory retirement
scheme for its local employees. The scheme is operated by the
Mainland China government. In addition, it operates a defined
contribution scheme for employees who have woiked for more
than five years. Both TAECO and the employees are required
to contribute to the scheme. Contributions to the schemes are
expensed as incurred.

Singapore HAECO Pte. Limited pays contributions to the required
statutory retirement scheme, Central Provident Fund, for its local
employees. The scheme is operated by Singapore government and
contributions to the schemes are expenses as incurred.

(ii) Staff leave entitlements
Costs related to staff annual leave are recognised as the leave
accrues to staff,

22. Dividend distribution

Final dividends are recognised as a liability on approval by the
Company’s shareholders. Interim dividends are recognised as a
liability on approval by the Company’s Board.

23. Related parties

Related parties are individuals and companies, including subsidiary
and jointly controlled companies, where the individual, company, or
group has the ability, directly or indirectly, to control the other party
or exercise significant influence over the party in making financial and
operating decisions.
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THIS DOCUMENT IS IMPORTANT AND
REQUIRES YOUR IMMEDIATE ATTENTION

If you are in any doubt about this document, you should consult your
stockbroker, bank manager, solicitor, professional accountant or other professional
adviser.

If you have sold or transferred all your shares in Hong Kong Aircraft
Engineering Company Limited (“the Company”), you should at once hand this
document and the accompanying form of proxy to the purchaser or transferee or
to the bank, stockbroker or other agent through whom the sale or transfer was
effected for transmission to the purchaser or transferee.

The Stock Exchange of Hong Kong Limited (the “Stock Exchange”) takes no
responsibility for the contents of this document, makes no representation as to
its accuracy or completeness and expressly disclaims any liability whatsoever for
any loss howsoever arising from or in reliance upon the whole or any part of the
contents of this document.
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AND
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GENERAL MANDATES TO
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Hong Kong Aircraft Engineering Company Limited

Incorporated in Fong Kong under the Companies Ordinance)
(Stock Code: 00044)

9th April 2008

To the sharcholders

DDear Sir or Madam,

NOTICE OF MEETING

Notice of the annual general meeting (“AGM™) for 2008 is set out on pages 5 to 6 of this circular.
Enclosed with this circular 1s a form of proxy for use at that meeting. Whether or not you intend to be
present at the 2008 AGM you are requested to complete the form of proxy and return it to the Registrars
of the Company in accordance with the instructions printed thereon not less than 48 hours before the
time fixed for holding that meeting.

The completion of a form of proxy and returning it to the Registrars of the Company will not preclude
you from attending and voting in person at the meeting or poll concerned and, in such event, the
appointment of the proxy will be deemed to be revoked.

GENERAL MANDATES

At the AGM of the Company held on 8th May 2007, ordinary resolutions were passed giving general
mandates to Directors (i) to make on-market share repurchases (within the meaning of the Code on Share
Repurchases} of up to 10 per cent of the issued share capital of the Company as at 8th May 2007; and (i)
to allot, issue and otherwise deal with shares equal to 20 per cent of the shares of the Company in issue at
8th May 2007 provided that the shares which may be allotted wholly for cash shall not exceed 5 per cent
of the shares in issue at 8th May 2007. No shares have been repurchased or allotted, issued or otherwise
dealt with pursuant to these mandates.

Under the Companies Ordinance and the Rules Governing the Listing of Securities on the Stock
Exchange (“Listing Rules™}, these general mandates lapse at the conclusion of the AGM for 2008, unless
renewed at that meeting. Resolutions (Resolutions 4 and 5) will be proposed to renew the mandates for
on-market share repurchase and issue of additional shares. The Explanatory Statement required by the
Listing Rules to be sent to sharcholders in connection with the proposed repurchase resolution is set out
in the Appendix to this circular.

RE-ELECTION OF DIRECTORS

In relation o Resolution 2, Robert Ernest Adams, John Charles Godfrey Bremridge and Mark Hayman
will retire at the forthcoming AGM and will offer themselves for re-election to serve for a term of three
years in accordance with Article 93 of the Company’s Articles of Association. Robert Ernest Adams is an
independent non-executive Director (“INED”'} and has fulfilled all the factors for assessing independence
set out in rule 3.13 of the Listing rules. Separate resolutions will be proposed for the re-election of these
Directors. Their particulars and interests in the shares of the Company are provided in the “Directors and
Officers” section and the “Directors’ Report” in the Company’s Annual Report 2007 which accompanies
this circular. Other than as disclosed therein, they are not related to any Director, senior management
or substantial shareholders of the Company. John Chatles Godfrey Bremridge and Mark Hayman do not
receive any emolument or director’s fee from the Company. The remuneration of John Charles Godfrey
Bremridge and Mark Hayman which is determined in accordance with the policy reviewed by the
Remuneration Committee, is given in note 6 to the Accounts. Robert Ernest Adams is entitled to the
Director’s fee determined by the Board as recommended by the Remuneration Committee, currently fixed
at the level of HK$300,000 per annum.



9.

10.

Each of the persons proposed for re-election as Directors has entered into a letter of appointnent,
which constitutes a service contract, with the Company. In accordance with the Company's Articles of
Association, they will retire at the third AGM after re-election and will be eligible for re-election.

The Company’s remuneration policy and the fees paid to Independent Non-Executive Directors are set
out in the “Corporate Governance” section of the Annual Report 2007 and particulars of all the Directors’
remuneration are given in note 6 to the Accounts.

Save for the information set out in paragraphs 5 to 7 above, there is no informaton to be disclosed
pursuant to any of the requirements of the provisions under paragraphs 13.51(2)(h) to 13.51(2)(v) of the
Listing Rules nor are there other matters that needs to be brought to the attention of sharcholders in
respect of the persons proposed for re-clection as Directors at the 2008 AGM.

PROCEDURE BY WHICH A POLL MAY BE DEMANDED

Under the Articles of Association of the Company, at any general meeting, on a show of hands, every
member present in person shall have one vote and on a poll every member present in person or by proxy
shall have one vote for every fully paid up share of which he is the holder. A resclution put to the vote of
a meeting shall be decided on a show of hands unless, before or on the declaradon of the result of the show
of hands or of the withdrawal of any other demand for a poll, a poll is duly demanded. Article 72 provides
that, subject to the provisions of the Companies Ordinance, a poll may be demanded by:

) the chairman of the meeting; or

(ii)  at least three members present in person or by proxy and entitled to vote at the meeting; or

(iii} any member or members present in person or by proxy and representing in the aggregate not less
than one-tenth of the total voting rights of all members having the right to attend and vote at the
meeting; or

(iv) any member or members present in person or by proxy and holding shares conferring a right to
attend and vote at the meeting on which there have been paid up sums in the aggregate equal to
not less than one-tenth of the total sum paid up on all shares conferring that right.

Pursuant to this, | intend to direct that each of the resolutions proposed at the forthcoming AGM be voted
on by poll.

Your Directors believe that the proposals described in this document are in the interests of the Company
and its shareholders and accordingly recommend you to vote in favour of all of the resolutions to be
proposed at the AGM.

Yours faithfully,
Christopher Pratt
Chairman




Hong Kong Aircraft Engineering Company Limited

APPENDIX

The following is the Explanatory Statement required to be sent to shareholders under the Listing Rules
in connection with the proposed general mandate for repurchase of shares and also constitutes the
Memorandum required under section 49BA of the Companies Ordinance.

It is proposed that up to 10 per cent of any class of the Company’s shares in issue at the date of the
passing of the resolution to approve the general mandate may be repurchased. As at 18th March 2008,
the latest practicable date for determining such figure, the number of Shares in issue was 166,324,850,
On the basis of such figure (and assuming no shares are issued or repurchased after 18th March 2008
and up to the date of passing such resolution) the Directors would be authorised to repurchase up to
16,632,485 Shares.

The Directors believe that the ability to repurchase shares is in the interests of the Company and its
shareholders. Repurchases may, depending on the circumstances, result in an increase in net assets and/
or earnings per share. The Directors are seeking the grant of a general mandate to repurchase shares
to give the Company the flexibility to do so if and when appropriate. The number of shares to be
repurchased on any occasion and the price and other terms upon which the same are repurchased will
be decided by the Directors at the relevant time having regard to the circumstances then pertaining,

[t is envisaged that the funds required for any repurchase would be derived from the distributable
profits of the Company.

There could be a material adverse impact on the working capital or gearing position of the Company
{as compared with the position disclosed in its published audited accounts for the year ended 31st
December 2007) in the event that the proposed share repurchases were to be carried out in full at
any time during the proposed repurchase period. However, the Directors do not propose to exercise
the general mandate to such extent as would, in the circumstances, have a material adverse effect on
the working capital requirements of the Company or the gearing levels, which in the opinion of the
Directors are from time to time appropriate for the Company.

There are no Directors or (to the best of the knowledge of the Directors, having made all reasonable
enquiries) any associates (as defined in the Listing Rules) of Directors who have a present intention,
in the event that the general mandate is granted by shareholders, to sell shares to the Company.

The Directors have undertaken to the Stock Exchange to exercise the power of the Company to
make purchases pursuant to the general mandate in accordance with the Listing Rules and the laws of
Hong Kong,

If as the result of a repurchase of shares a shareholder’s proportionate interest in the voting rights
of the Company increases, such increase will be treated as an acquisition for purposes of the Hong
Kong Code on Takeovers and Mergers (“Takeover Code”). As a result, a shareholder, or group of
shareholders acting in concert depending on the level of increase of shareholders’ interest, could
obtain or consolidate control of the Company and become obliged to make a mandatory offer in
accordance with Rules 26 and 32 of the Takeover Code.
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The Directors are not aware of any consequences which would arise under the Takeover Code as a
consequence of any purchase pursuant to the general repurchase mandate, save that in the event of full
exercise of the repurchase mandate and the maintenance by Cathay Pacific Airways Limited (“CPA™)
of its present sharcholding {(amounting to approximately 27.45% of the votes attaching to the issued
share capital of the Company) the percentage of the votes attaching to the share capital owned by
CPA would increase to more than 30% and accordingly CPA may be obliged to make a general offer
for all of che issued shares of the Company not owned by it. However, the Directors have no current
intention to exercise the repurchase mandate to such an extent as would give rise to this situation.

No shares have been purchased by the Company in the previous six months (whether on the Stock
Exchange or otherwise).

No connected persons (as defined in the Listing Rules) of the Company have notified it of a present
intention to sell shares of the Company to the Company and no such persons have undertaken not to
sell any such shares to the Company in the event that the general mandate is granted by shareholders.

The highest and lowest prices at which shares of the Company have traded on the Stock Exchange in
each of the previous twelve months are as follows:

Highest (HK$) Lowest (HK$)
March 2007 120.3 112.8
April 2007 124.3 119.6
May 2007 122.0 119.5
June 2007 122.9 117.5
July 2007 141.7 119.0
August 2007 170.0 132.0
September 2007 180.9 1725
October 2007 215.0 176.1
November 2007 241.6 191.4
December 2007 236.0 201.0
January 2008 2138 157.8
February 2008 187.5 161.7




Hong Kong Aircraft Engineering Company Limited

NOTICE OF MEETING

NOTICE IS HEREBY GIVEN that an ordinary general meeting of the shareholders of Hong Kong Aircraft
Engineering Company Limited, being the annual general meeting for 2008, will be held at the Pacific Place
Conference Centre, Level 5, One Pacific Place, 88 Queensway, Hong Kong on Tuesday, 6th May 2008 at 2:30 p.m.
to receive the report of the Directors and the audited accounts for the year ended 31st December 2007 and:

1.

2.

3.

To declare a final dividend.

"To re-elect Directors.

To re-appoint auditors and authorise the Directors to fix their remuneration.

As special business, to consider and, if thought fit, to pass the following resolutions:

Ordinary Resolutions

4,

5.

THAT:

(a)

(b)

THAT:

(a)

subject to paragraph (b), the exercise by the Directors during the Relevant Peried of all the
powers of the Company to make on-market share repurchases (within the meaning of the Code
on Share Repurchases) be approved,;

the aggregate nominal amount of the Company’s shares which may be repurchased pursuant to the
approval in paragraph (2) above shall not exceed 10 per cent of the aggregate nominal amount of
the shares in issue at the date of passing this Resolution; and

for the purpose of this Resolution:
“Relevant Period” means the period from the passing of this Resolution until the earliest of:
(i) the conclusion of the next annual general meeting of the Company;

{iiy the expiration of the period within which the next annual general meeting of the Company
is required by law to be held; and

(iii) the revocation or variation of the authority given under this Resolution by ordinary
resolution of the shareholders in general meeting; and

references to “shares” include securities which carry a right to subscribe for or purchase
shares.

subject to paragraph (b), the exercise by the Directors during the Relevant Period of all the
powers of the Company to allot, issue and deal with additional shares and to make or grant offers,
agreements and optiens which will or might require the exercise of such powers during or

after the end of the Relevant Period be approved;

the aggregate nominal amount of shares of any class allotted or agreed conditionally or
unconditionally to be allotted (whether pursuant to an option or otherwise) by the Directors
pursuant to the approval in paragraph (a), otherwise than pursuant to (i) a Rights Issue or (ii)
any scrip dividend or similar arrangement providing for the allotment of shares in lieu of
the whole or part of a dividend on shares, shall not exceed the aggregate of 20 per cent of
the aggregate nominal amount of the shares of that class in issue ac the date of passing this




Resolution provided that the aggregate nominal amount of the shares of any class so allotted (or
so agreed conditionally or unconditionally to be allotted) pursuant to this Resolution wholly for
cash shall not exceed 5 per cent of the aggregate nominal amount of the shares of that class in
issue at the date of passing chis Resolution; and

c for the purpose of this Resolution:
purp
“Reelevant Period” means the period from the passing of this Resolution until the earliest of:
(i)  the conclusion of the next annual general meeting of the Company; and

(ii) the expiration of the period within which the next annual general meeting of the Company
is required by law to be held; and

(iiiy the revocation or variation of the authority given under this Resolution by ordinary
resolution of the shareholders in general meeting; and

6.  “Rights [ssue” means an offer of shares to holders of shares or any class thereof on the register on a fixed
record date in proportion to their then holdings of such shares or class thereof (subject to such exclusion or
other arrangements as the Directors may deem necessary or expedient in relation to fractional entitlements
or having regard to any restrictions or obligations under the laws of, or the requirements of any recognised
regulatory body or any stock exchange in, any territory outside Hong Kong).

By order of the Board
David Fu
Secretary

Hong Kong, 9th April 2008

Notes:

1. Any member entitled to attend and vote at the meeting convened by the above notice is entitled 1o appoint one or
more proxies to attend and, on a poll, vote instead of him. A proxy need not be a member of the Company.

2. All proxies must be deposited with the Registrars, Computershare Hong Kong Investor Services Limited, 1806-1807,
18th Floor, Hopewell Centre, 183 Queen's Road East, Hong Kong, not less than 48 hours before the time appointed

for the meeting.

3. Ifapproved, the final dividend is expected to be paid to shareheolders on Friday, 16¢h May 2008.

4. The registers of shareholders will be closed from 30th April to 6th May 2008, both days inclusive. To
rank for the final dividend, all transfers should be lodged with the Company’s Registrars, Compurershare Hong Kong
Investor Services Limited, 17th Floor, Hopewell Centre, 183 Queen’s Road East, Hong Kong, for registration not later

than 4:30 p.m. on Tuesday, 29th April 2008.

5. The Directors retiring are Robert Ernest Adams, John Charles Godfrey Bremridge and Mark Hayman. Separate
resolutions will be proposed for their re-election,

6. The Chairman intends to direct that each of the resolutions set out in this notice be voted on by poll.
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The Stock Exchange of Hong Kong Limited (the “Stock Exchange™)} takes no responsibility for
the contents of this document, makes no representation as to its accuracy or completeness and
expressly disclaims any liability whatsoever for any loss howsoever arising from or in reliance
upon the whole or any part of the contents of this document.

HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED
{Incorporated in Hong Kong under the Companies Ordinance)
(Stock Code: 00044)

NOTICE OF MEETING

NOTICE IS HEREBY GIVEN that an ordinary general meeting of the shareholders of
Hong Kong Aircraft Engineering Company Limited, being the annual general meeting for
2008, will%e held at the Pacific Place Conference Centre, Level 5, One Pacific Place, 88
Queensway, Hong Kong on Tuesday, 6" May 2008 at 2:30 p.m. to receive the report of
the Directors and the audited accounts for the year ended 31¥ December 2007 and:

1. To declare a final dividend.
2. To re-elect Directors.
3. To re-appoint auditors and authorise the Directors to fix their remuneration.

As special business, to consider and, if thought fit, to pass the following resolutions:

Ordinary Resolutions
4, THAT:

(a) subject to paragraph (b), the exercise by the Directors during the Relevant
Period of all the powers of the Company to make on-market share
repurchases (within the meaning of the Code on Share Repurchases) be
approved;

(b) the agﬁregate nominal amount of the Company’s shares which may be
repurchased pursuant to the approval in paragraph (a) above shall not
exceed 10 per cent of the aggregate nominal amount of the shares in issue
at the date of passing this Resolution; and

(c) for the purpose of this Resolution:

“Relevant Period” means the period from the passing of this Resolution
until the earliest of:

(i) the conclusion of the next annual general meeting of the Company;,

(ii) the expiration of the period within which the next annual general
meeting of the Company is required by law to be held; and

(i)  the revocation or variation of the authority given under this
Resolution by ordinary resolution of the shareholders in general
meeting; and




| 5. THAT:

(b)

(c)

references to “shares” include securities which carry a right to
subscribe for or purchase shares.

subject to paragraph (b), the exercise by the Directors during the Relevant
Period of all the powers of the Company to allot, issue and deal with
additional shares and to make or grant offers, agreements and options
which will or might require the exercise of such powers during or after the
end of the Relevant Period be approved;

the aggregate nominal amount of shares of any class allotted or agreed
conditionally or unconditionally to be allotted (whether pursuant to an
option or otherwise) by the Directors pursuant to the approval in
paragraph (a), otherwise than pursuant to (i) a Rights Issue or (i1} any scrip
dividend or similar arrangement providing for the allotment of shares in
lieu of the whole or part of a dividend on shares, shall not exceed the
aggregate of 20 per cent of the aggregate nominal amount of the shares of
that class in issue at the date of passing this Resolution provided that the
aggregate nominal amount of the shares of any class so allotted (or so
agreed conditionally or unconditionally to be allotted)} pursuant to this
Resolution wholly for cash shall not exceed 5 per cent of the aggregate
nominal amount of the shares of that class in issue at the date of passing
this Resolution; and

for the purpose of this Resolution:

“Relevant Period” means the period from the passing of this Resolution
until the earliest of:

(i) the conclusion of the next annual general meeting of the Company;
and

(i))  the expiration of the period within which the next annual general
meeting of the Company is required by law to be held; and

(i) the revocation or variation of the authority given under this
Resolution by ordinary resolution of the shareholders in general
meeting; and

“Rights Issue” means an offer of shares to holders of shares or any class
thereof on the register on a fixed record date in proportion to their then
holdings of such shares or class thereof (subject to such exclusion or other
arrangements as the Directors may deem necessary or expedient in relation
to fractional entitlements or having regard to any restrictions or
obli%ations under the laws of, or the requirements of any recognised

regulatory body or any stock exchange in, any territory outside Hong
Kong).
By order of the Board
David Fu
Secretary

Hong Kong, 9" April 2008




Notes:

. Any member entitled to attend and vote at the meeting convened by the above

notice is entitled to appeint one or more proxies to attend and, on a poll, vote
instead of him. A proxy need not be a member of the Company.

All proxies must be deposited with the Registrars, Computershare Hong Kong
Investor Services Limited, 1806-1807, 18" Floor, Hopewell Centre, 183 Queen's
Road East, Hong Kong, not less than 48 hours before the time appointed for the
meeting.

If approved, the final dividend is expected to be paid to shareholders on Friday,
16" May 2008,

The registers of shareholders will be closed from 30" April to 6" May 2008,
both days inclusive. To rank for the final dividend, all transfers should be lodged
with the Company’s Registrars, Computershare Hong Kong Investor Services
Limited, 17th Floor, Hopewell Centre, 183 Queen’s Road East, Hong Kong, for
registration not later than 4:30 p.m. on Tuesday, 29" April 2008.

The Directors retiring are Robert Ernest Adams, John Charles Godfrey Bremridge
and Mark Hayman. Separate resolutions will be proposed for their re-election.

The Chairman intends to direct that each of the resoluttons set out in this notice be
voted on by poll.

As at the date hereof, the Directors of the Company are:

Executive Directors: C.D. Pratt (Chairman), P.K. Chan, J.C.G. Bremridge, M. Hayman,
M.M.S. Low, M.J.A. Sathianathan;

Non-Executive Directors: M. Cubbon, C.P. Gibbs, D.C.Y. Ho, P.A. Johansen, A.N. Tyler,
The Hon. Sir Michael Kadoorie (Alternate Director to D.C.L. Tong); and

Independent Non-Executive Directors: R.E. Adams, J.5. Dickson Leach, A.K.Y. Lam,
L.KK.

Leong and D.C.L. Tong.




HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED (the “Company”)
(Incorporated in Hong Kong with limited liability}

{Stock Code: 00044)

FORM OF PROXY for use at the Annual General Meeting on 6" May 2008

HAECO

I/'We

of

being a Member/Members of the Company, hereby appoint CHRISTOPHER DALE PRATT of Hong Kong or failing
him CHAN PING KIT of Hong Kong or failing him Chairman of the meeting or (Note 1)

of

as my/our proxy to vote for me/us and on my/our behalf at the Annual General Meeting of the Company to be
held on Tuesday, 6th May 2008 at 2:30 p.m. at the Pacific Place Conference Centre, Level 5, One Pacific Place,

88 Queensway, Hong Kong and at any adjournment thereof on the undermentioned resolutions as indicated:

For (Note 2) Against (Note 2)

1. To declare a final dividend.

2. {a)

To re-elect Robert Ernest ADAMS as a Director.

{b) To re-elect John Charles Godfrey BREMRIDGCE as a Director.

{c) Tore-elect Mark HAYMAN as a Director.

3. To reappoint PricewaterhauseCoopers as Auditors and to authorise the

Directors to fix their remuneration.

4. To grant a general mandate for share repurchase.

5. To grant a general mandate to the Directors to issue and dispose of

additional shares in the Company.

Signature: (Notes 4 and 5) Number of ardinary shares to
which this proxy relates (Note 3)

Dated: . 2008

Notes:

1.

If you wish to appoint another person (who need not be a Member of
the Company) as proxy the names as shown above should be deleted
and the name and address of the other person inserted.

by the shareholder whose name stands first in the Register of
Shareholders.

. In the case of a corporation, this form of proxy should be under its

2. Please indicate with “ ¥ ” in the appropriate space opposite each commeon seal or under the hand of an officer of the corporation duly
resolution how you wish the proxy to vote on your behalf. If this form authorised.
of proxy is signed and returned without any indication as to how the . To be valid, this form of proxy together with any power of attorney or
proxy shall vote, he will exercise his discretion as to whether or not he other authority (if any) under which it is signed or a notarially centified
abstains from voting and, if appropriate, as to how he votes. Unless copy of such power or authority must be deposited at Computershare
instructed otherwise, your proxy may also vote or abstain from voting Hong Kong Investor Services Limited, Rooms 1806-1807, 18th Floor,
as he thinks iit on any other business (including any amendment to Hopewell Centre, 183 Queen's Road East, Hong Kong not less than
any resolution) which may praperly come before the meeting. 48 hours before the time appointed for the holding of the meeting.

3. Please insert the number of ordinary shares to which this proxy relates . Whether or not you intend to be present at the annual general meeting
in the box provided. If a number is inserted, this form of proxy will be you are requested to complete the form of proxy. The completion of
deemed to relate only to those shares. If no number is inserted, this a form of proxy and returning it to the Registrars of the Company will
form will be deemed to relate to al! the ordinary shares in the Company, not preclude you from attending and voting in person at the meeting
which are registered in your name (whether alone or jointly with others). or poll concerned and, in such event, the appointment of the proxy

4. In the case of joint shareholders, this form of proxy must be signed will be deemed to be revoked.
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NOTICE
Closure of Register of Members

Notice is hereby given that the Register of Members of
Hong Kong Aircraft Engineering Company Limited
will be closed from 30th April 2008 to 6th May 2008,
both dates inclusive. ~

By Order of the Board
David Fa

Secrerary

Hong Kong, 3rd April 2008

Hong Kong Aircraft Engineering Company Limited
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